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LETTER OF SUBMITTAL 


House or REPRESENTATIVES, 
CoMMITTEE ON SCIENCE AND ASTRONAUTICS, 
Washington, D.C., August 31, 1960. 
Hon. Sam RAYBURN, 
Speaker of the House of Representatives, 
Washington, D.C. 


Dear Mr. SpeAKER: By direction of the Committee on Science and 
Astronautics, I submit the following report for the consideration of 
the 86th Congress. 


Overton Brooks, Chairman. 
mt 





LETTER OF TRANSMITTAL 


House or REPRESENTATIVES, 
ComMITTEE ON SCIENCE AND ASTRONAUTICS, 
Washington, D.C., August 25, 1960. 
Hon. Overton Brooks, 
Chairman, Committee on Science and Astronautics. 


Dear Mr. Cuarrman: I am forwarding herewith for consideration 
a report on the committee’s activities during the 2d session of the 
86th Congress compiled by Raymond Wilcove, staff consultant, 
and reviewed by other members of the staff. 

This, the second year of the committee’s existence, has again been a 
fruitful one during which the committee conducted 27 investigations, 
issued 25 reports, held 119 hearings, and heard 211 witnesses. 

Indicative further of the broad scope of the committee’s activity this 
year, the committee took some 1,050,000 words of testimony which 

ave been incorporated in approximately 2,100 pages of printed 
hearings. 

In the legislative field, the committee acted upon the second 
regular annual budget of the Nation’s civilian space agency, now 
grown to almost a billion dollars; made extensive revisions in the 
Space Act of 1958; and approved various other bills and resolutions. 

The committee’s activities during the brief 2 years of its existence 
make an impressive record. It conducted 57 investigations, issued 46 
reports, held 265 hearings, and heard 658 witnesses. 

This is a record of which the committee may well be proud. As we 
round out our first Congress, I feel that we have accomplished much 
in helping to advance the Nation’s space program, but I do not feel 
the committee can sit back on its laurels. Much more work remains 
to be done. Many worthwhile projects are now in preparation or 
under investigation and the committee looks forward to many active 
months ahead during the remainder of this Congress and the years to 
come, 

Cuartes F. Ducanpsr, 
Executive Director and Chief Counsel. 
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ACTIVITIES OF THE HOUSE COMMITTEE ON 
SCIENCE AND ASTRONAUTICS 


INTRODUCTION 






















The Committee on Science and Astronautics is the successor to the 
Select Committee on Astronautics and Space Exploration of the 85th 
Congress which helped enact legislation establishing a civilian space 
agency, the National Aeronautics and Space Administration. 

As a standing committee of the House, the committee exercises 
legislative jurisdiction over ‘‘outer space, including exploration and 
control thereof, science scholarships, (and) scientific research and 
development.” 

It also exercises legislative jurisdiction over “‘astronautical research 
and development, including resources, personnel, equipment and 
facilities,” and over the following executive agencies of the Govern- 
ment: 

The Bureau of Standards (including “standardization of 
weights and measures and the metric system’’), the National 
Aeronautics and Space Administration, the National Aeronautics 

and Space Council, and the National Science Foundation. 


Activities Durine 1960 

























During its second year the committee continued to be extremely 
active, both in the field of legislation and in the investigation of various 
activities connected with science and astronautics. 

As the 2d session of the 86th Congress drew to a close, the committee 
had compiled this record: 

1. Conducted 27 investigations whose scope ranged from ex- 
ploration at the bottom of the sea to Army plans for construction 
on the Moon. 

2. Held hearings on 17 different subjects ranging from a broad 
review of the Nation’s space program to research on mechanical 
translation. 

3. Issued or had under preparation for publication in 1960 a 
total of 25 reports on a variety of legislative and investigative 
matters. 

REPORTS (INVESTIGATIVE) 






During the 2d session of the 86th Congress, the committee issued or 
had under preparation the following nonlegislative reports: 

1. Preliminary Report on the Refusal of the National Aero- 
nautics and Space Administration To Furnish Information to the 


Committee on Science and Astronautics (staff report, Jan. 11, 
1960). 
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2. Project Mercury, First Interim Report (H. Rept. 1228. 
Also listed as Committee Print Serial a.) 

3. Outer Space, The Road to Peace. (Observations on scien- 
tific meetings and international cooperation by Representative 
Victor L. Anfuso of New York, February 1960.) 

4. Management and Operation of the Atlantic Missile Range 
(Committee Print, July 5, 1960.) 

5. Report of Representative David S. King on Inspection Trip 
of Missile Installations in Utah (May 5, 1960). 

6. Army Lunar Construction and ienahe Program (H. Rept. 
1931. Also listed as Committee Print Serial f 

7. Hydrofoil Development (H. Rept. 2006. Also listed as 
Committee Print Serial e.) 

8. Space, Missiles, and the Nation (H. Rept. 2092. Also listed 
as Committee Print Serial c.) 

9. Research on Mechanical Translation (H. Rept. 2021. Also 
listed as Committee Print Serial d.) 

10. Supersonic Air Transports (H. Rept. 2041. Also listed as 
Committee Print Serial g). 

11. The Practical Values of Space Exploration (H. Rept. 2091. 
Also listed as Committee Print Serial i). 

12.' Life Sciences and Space (H. Rept. ——. Also listed as 
Committee Print Serial 1). 

13. A Chronology of Space Events: 1860-1960 (——————_). 

14. Ocean Sciences and National Security (H. Rept. 2078. 
Also listed as Committee Print Serial h). 

15. Report on Cape Canaveral Inspection (Committee Print, 
June 27, 1960). 

16.1 Noise: Its Effect on Man and Machine (H. Rept. ——. 
Also listed as Committee Print Serial m). 


REPORTS (LEGISLATIVE) 


The committee issued these legislative reports during the second 
session under the following titles: 

1. Effecting Immediate Transfer of the Development Opera- 
tions Division of the Army Ballistic Missile Agency to the 
National Aeronautics and Space Administration (H.J. Res. 567, 
H. Rept. 1240, Feb. 4, 1960). 

2. Authorizing Appro riations to the National Aeronautics and 
Space Administration (H.R. 10809, H. Rept. 1333, Mar. 3, 1960). 

3. Proposed Revisions to the Patent Section, National Aero- 
nautics and Space Act of 1958. (Report of the Subcommittee 
on Patents and Scientific Inventions, Mar. 8, 1960.) 

4, Amending the National Science Foundation Act (to make 
American Samoans eligible for Federal scholarships and fellow- 
ships) (H.R. 11985, H. Rept. 1591, May 6, 1960). 

5. Amending the National Aeronautics and Space Act of 1958 
(H.R. 12049, H. Rept. 1633, May 19, 1960). 


4In preparation for publication in 1960, 
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REPORTS (MISCELLANEOUS) 


1. A Study of Scientific and Technical Manpower. (A pro- 
gram of collection, tabulation, and analysis of data prepared by 
the National Science Foundation at the committee’s request and 
published by the committee, Jan. 4, 1960.) 

2. Panel on Science and Technology, first meeting (H. Rept. 
1587. Also listed as Committee Print Serial b.) 

3.' Panel on Science and Technology, second meeting (H. Rept. 
——. Also listed as Committee Print Serial j). 

4. Report on the Activities of the Committee on Science and 
Astronautics (2d sess., 86th Cong.). (H. Rept. 2215. Also listed 
as Committee Print Serial k). 


PRINTED HEARINGS 


The committee also issued the following printed hearings on legis- 
lative and investigative subjects: 

1. Review of the Space Program. (Jan. 20-29; Feb. 1-24 
Mar. 7, 1960. Listed as Committee Publication No. 3, pts. 1, 2 
and 3.) 

2. The Production of Documents by the National Aeronautics 
and Space Administration for the Committee on Science and 
Astronautics. (Jan. 27-29, 1960. Listed as Committee Publi- 
cation No. 1.) 

3. Transfer of the Development Operations Division of the 
Army Ballistic Missile Agency to the National Aeronautics and 
Space Administration. (Feb. 3, 1960. Listed as Committee 
Publication No. 2.) 

4. 1961 NASA Authorization. (Feb. 17-26, 1960. Listed 
as Committee Publication No. 4.) 

5. To Amend the National Aeronautics and Space Act of 
1958. (Mar. 8-31; Apr. 4, 1960. Listed as Committee Publica- 
tion No. 5.) 

6. Frontiers in Oceanic Research. (Apr. 28-29, 1960. Listed 
as Committee Publication No. 7.) 

7. Panel on Science and Technology, first session (May 4, 
1960). (Transcript of remarks is included in H. Rept. 1587.) 

8.1 Establishment of a National Science Academy. (May 
4-25, 1960. Listed as Committee Publication No. .) 

9. A Bill to Make American Nationals Eligible for Scholarships 
and Fellowships Authorized by the National Science Foundation 
i of 1950. (May 6, 1960. Listed as Committee Publication 
No. 6.) 

10. Lunar Mapping and Construction in Support of Space 
Programs. (May 10, 1960. Listed as Committee Publication 
No. 8.) 

11. Research on Mechanical Translation. (May 11-16, 1960. 
Listed as Committee Publication No. 9.) 

12. Supersonic Air Transports. (May 17-24, 1960. Listed 
as Committee Publication No. 11.) 

13. Hydrofoil Development. (May 23, 1960. Listed as Com- 
mittee Publication No. 10.) 


2 In preparation for publication in 1960. 


. 
, 
’ 
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14.' Panel on Science and Technology, Second Session. (June 
2-3, 1960. ‘Transcript of remarks is included in H. Rept. 
Also listed as Committee Print Serial }). 
15.' Space Medicine Research. (June 15-16, 1960. Listed as 
Committee Publication No. 12.) 
16.' Noise: Its Effect on Man and Machine. (Aug. 23-25, 
1960. Listed as Committee Publication No. 13.) 


INVESTIGATIONS 


During the 2d session of the 86th Congress the committee con- 
ducted 28 investigations or studies, many of them leading to public 
hearings at which various facets of the Nation’s space program and of 
the Nation’s scientific and technological status were explored. 

The following subjects held the committee’s attention: 

1. Refusal of NASA to furnish contract information to the 
committee and the General Accounting Office. 
Project Mercury (man-in-space program). 
Management and operation of the Atlantic Missile Range. 
Missile installations in Utah. 
Army lunar construction and planning program. 
Development of hydrofoils. 
Review of the Nation’s space program. 
Research on mechanical translation. 
Development of supersonic air transports. 

10. The practical and economic applications of space develop- 
ments. 

11. Space medicine. 

12. A chronology of space events during the past century. 

13. Boron high energy fuels. 

14. Project Wagmight, the development of inflatable aircraft. 

15. Oceanic research. 

16. Project Slam (supersonic low altitude missile). 

17. NASA-military management of electronic equipment. 

18. International cooperation in the peaceful uses of outer 
space. 

19. Scientific and professional education in the United States 
and abroad. 

20. Compilation of the air laws and treaties of the world. 

21. International aspects of space law. 

22. Cancellation of the Vega space rocket program by NASA. 

23. NASA contract award for the second stage of the Saturn 
space rocket. 

24. Development of a 14-million-pound thrust single-chamber 
rocket engine (F-1). 

25. Project Orion (space propulsion through the use of small 
nuclear explosions). 

26. Development of a nuclear powerplant for space propulsion. 

27. The effect of noise on man and machine. 


CO OND Ore W to 


1 In preparation for publication in 1960, 
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Masor Sussects UNDER INVESTIGATION 


REVIEW OF THE NATION’S SPACE PROGRAM 


The committee’s scrutiny of the progress being made by the United 
States in space was the most detailed of any investigation conducted 
by Congress in this field this year. Eighty-eight witnesses appeared 
before the committee at 26 open and 6 executive hearings during 
January, February, and March. 

The committee’s study covered the work of seven Government 
agencies—Department of State, U.S. Information Agency, Office of 
the Secretary of Defense, Army, Navy, and Air Force, and the Na- 
tional Aeronautics and Space Administration—as well as various 
technical societies, related groups and industry. 

During the hearings, the space agency unveiled for the first time 
its 10-year program of space exploration, calling for approximately 
= launchings over the next decade at a cost of possibly $12 to $15 
billion. 

Along with its review of the space program, the committee examined 
the related phases of missile research and development which interact 
to affect the national interest. 

Among the major conclusions reached by the committee during 
its lengthy review were these: 

1. The U.S. space program is ‘‘vital to America’s future.’ 


2. The efforts of the Department of Defense to concentrate the 
direction of its research and development programs under a single 
authority will result in a tighter overall coordination of our national 


space programs. 

3. NASA’s 10-year program in space is a good program, but it does 
not go far enough. Furthermore, the space program is not being 
pushed with sufficient urgency, especially in the utilization of a nuclear 
powerplant and the development of a 1%-million-pound thrust single- 
chamber rocket engine (F-1). However, this view is not shared by 
every member of the committee. 

4. A high priority program should be undertaken to place a manned 
expedition on the Moon this decade. NASA’s 10-year program 
makes provision only for manned flight to the Moon “beyond 1970.” 

5. The Air Force presented a strong case for its having a military 
mission in space, but not an exclusive one. 

6. The Navy opposes a single, national space organization. This 
opposition apparently stems from a strong concern that the Navy 
remain free to pursue the naval applications of space science. 

7. The Army should not be removed from the space program 
because of the transfer of the Development Operations Division of 
the Army Ballistic Missile Agency, better known as the Von Braun 
team, to NASA. Failure of other Government agencies to use the 
inhouse facilities of the Army to their full capability would be “an un- 
warranted waste of a unique organizational setup.” 
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PROJECT MERCURY-——THE MAN-IN-SPACE PROGRAM 


From time immemorial man has dreamed of extending his range of 
operation above the surface of the Earth. With the development of 
the airplane, he took his first big leap and flew with the birds. 

Now, he dreams of extending his range into limitless space. First 
will come a flight around the Barth at a height of 100 to 150 miles; 
then out to the Moon and beyond in the years to come. 

Project Mercury has as its objective the placing of a man in orbit 
around the Earth. The primary objective of the Mercury mission 
is to determine man’s capabilities and reactions in a space environment. 

In view of the importance of the program, which the National 
Aeronautics and Space Administration ranks first and most urgent 
on its list of space projects, a study of the progress made by the 
space agency was conducted by the committee staff. 

The study, approved by the committee, came to the conclusion 
that the Mercury program is progressing satisfactorily, although there 
have been various delays which ae postponed the date for the first 
attempt to place man in orbit. This epochal event is scheduled now 
for 1961. 

The study emphasized that Mercury is our only program actually 
underway for putting man into orbit and questioned the desirability 
of putting ‘‘all eggs in one basket.” 

The committee stated in its report on Project Mercury: 

Considering the number of challenging new techniques which must be mastered 


to make space flight a success, there is a question whether the national interest 
is best served by a single approach to this problem— 


It added: 


There are a number of very promising alternative approaches to putting man 
in space. By setting a limit on testing these concepts through exclusive adoption 
of the Mercury approach, the Nation is risking the loss of extremely valuable 
development time. The country cannot support a large number of approaches 
in competition with all the other demands on fiscal and personnel resources. 
But at the same time the failure to develop in parallel at least one other man-in- 
space program could prove to be a costly mistake. 


Overall, the committee commended the— 


dedication, the ingenuity, and the orderly approach being demonstrated by the 
many people in NASA, the armed services, the private laboratories, and industry 
in contributing to Project Mercury. 


REFUSAL OF NASA TO FURNISH CONTRACT INFORMATION TO THE 
COMMITTEE 


During the committee’s continuing study of the space agency’s 
contracts and contract procedures, NASA refused to furnish the com- 
mittee and the General Accounting Office, which is collaborating with 
the committee, with four documents on the ground of executive 
privilege. 

As a result, the committee held several public hearings at which it 
hersrd NASA Administrator T. Keith Glennan and other NASA offi- 
cials and Robert Keller, General Counsel of the GAO. The hearings 
resulted in an airing of the issues involved, but no change in NASA’s 
position. 

Subsequently, however, when the committee requested information 
from the space agency on another contract under study, the space 


Th at tat TR 
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agency complied with the request by furnishing, voluntarily, docu- 
ments similar to those previously refused the committee. 


MANAGEMENT AND OPERATION OF THE ATLANTIC MISSILE RANGE 


The Atlantic Missile Range stretches more than 5,000 miles from 
Cape Canaveral, Fla., to Ascension Island in the South Atlantic 
Ocean. The main subjects of the committee’s inquiry were the man- 
agement of the range by Pan American World Airways and the gen- 
eral effectiveness of range operations. 

The inquiry disclosed that capital investment in AMR amounted 
to nearly $600 million by the end of 1959 and was expected to reach 
a billion dollars by fiscal year 1965. 

The inquiry brought the following major conclusions: 

1. The range commander at Cape Canaveral occasionally consults 
the commanders of the Nation’s two other national missile ranges on 
the Pacific coast and at White Sands, N. Mex., but there is no formal 
organization or central direction. 

2. The worst bottleneck at AMR involves the development of range 
instrumentation. ‘‘What is needed,” concluded the committee, “‘is 
proper planning.” 

3. There is a general shortage of facilities and equipment at AMR. 

4. Past shortcomings of Pan American management have been 
largely corrected or are in the process of correction. The committee 
concluded that the Pan American management contract— 


is probably as satisfactory today as any alternative. 


It added: 


to put the range under a different contract manager or form of management 
would be disruptive and expensive, and might further delay the national space 
and missile program. 


Since the committee made its investigation and issued its report, 
the Defense Department has established a new Office of Deputy Di- 
rector, Defense Research and Engineering (Ranges and Space Ground 
Support) to coordinate the planning and operation of all three national 
missile ranges. 


RESEARCH ON MECHANICAL TRANSLATION 


The inquiry into research efforts to provide a means of reliable 
mechanical translation was an offshoot of committee hearings held in 
1959 on “Dissemination of Scientific Information.” Various witnesses 
then expressed the view that mechanical translation could revolution- 
ize the translation problem. 

The inquiry disclosed that 11 groups in the United States are now 
engaged in various aspects of mechanical translation research with 
support from the Federal Government. These include the Central 
Intelligence Agency, the first to show interest in machine translation; 
the U.S. Air Diaen Army, and Navy, and the National Bureau of 
Standards, and the National Science Foundation. 

The world is divided by language barriers into about 4,000 linguistie 
communities, of which well over 50 are large and important enough 
to carry on extensive trade, communication, and cultural exchange 
with one another. All interchange between language communities 
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must now funnel through individuals who are to some extent bilingual. 
The resulting bottlenecks hamper dealings between nations. 

The two most important reasons for carrying on research in this 
field involve national intelligence requirements and the need for the 
automation of languages to facilitate the dissemination of foreign 
scientific and other types of information. 

The committee found that the most promising long-range program 
for mechanical translation was the Army-financed research at the 
National Bureau of Standards. It suggested that a national center 
for machine translation will be required in the near future. 


ARMY LUNAR CONSTRUCTION AND MAPPING PROGRAM 


One of the most interesting inquiries conducted by the committee 
involved Project Lamp—the lunar analysis and mapping program. 

The Army began studying methods of mapping the Moon in 1958, 
recognizing that lunar maps will be needed prior to unmanned as well 
as maidinal tniidineiieis of the lunar surface. 

The Army program proposes to furnish necessary data for precision 
maps and information on the structural formation of the Moon. 
The Air Force is doing complementary work in this field. Its work is 
largely concerned with obtaining aerial photographs, whereas the 
Army utilizes the photographs to produce the final product, the map. 
The committee found that close coordination existed between the two 
agencies. 

In addition to the mapping program, there is also under study the 
development of lunar construction methods designed to withstand the 

eculiar environment of the Moon, and training facilities to provide, 
in simulated form, the exacting conditions of the hostile lunar en- 
vironment. 

The committee concluded that preliminary lunar mapping is ‘a 

rime requisite to the establishment of a base on the Moon” and said 

oject Lamp was worthy of consideration by the National Aeronau- 

tics and Space Administration to further its program of manned and 
unmanned exploration of the Moon. 


DEVELOPMENT OF HYDROFOILS 


This inquiry was limited largely to the work being done in this 
field by the Navy. Its purpose was to summarize the historical 
background and the major problems associated generally with the 
development of hydrofoils. 

The committee’s inquiry disclosed that relatively small hydrofoil- 
equipped vessels have proven practical in everyday operations. 
Furthermore, it expressed the view that persistent research will enable 
the Navy to “realize the great potential offered by hydrofoils in 
antisubmarine warfare.” 

The testimony presented the committee made it apparent also that 
successful commercial hydrofoil boat operations were possible in such 
areas as the Great Lakes, the protected waters of the gulf coast, the 
Mississippi estuary, the Virgin Islands, and the Chesapeake Bay. 
Such operations are already underway in Europe. 
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SUPERSONIC AIR TRANSPORTS 


The next major advance in civil air transportation appears to be 
the development of a supersonic aircraft. This development may 
occur within the next decade and will raise numerous technological 
and administrative problems which are of particular interest to the 
committee. 

There are other highly significant problems which will require 
understanding and solution prior to any legislative action which may 
be deemed appropriate by the Congress. 

In addition to the technical problems created by the advanced 
design of this type of aircraft, and the requirement for more modern 
navigation, communications, and traffic control systems, the super- 
sonic air transport will be very expensive to develop. The consensus 
of witnesses was that it will be impossible to finance development and 
production in the traditional manner. It appeared that some direct 
or indirect financial support by the Government will be required. In 
the event that some foreign nation takes the lead in this development, 
the effects upon American industry and national prestige could be 
serious. 

LEGISLATION 


Four bills were approved by the committee during the second 
session, while action was begun on another, but not completed. The 
major pieces of legislation reported out by the committee and ap- 
proved by the House of Representatives were the annual authorization 
of funds for the space agency and revision of the Space Act of 1958. 

The legislative histories of the bills follow: 


H.R. 10809 (a bill to authorize appropriations to the National Aeronautics 
and Space Administration for salaries and expenses, research and 
development, construction and equipment, and for other purposes) 

This bill authorized funds for NASA for the 1961 fiscal year begin- 
ning July 1, 1960. It was originally introduced January 26, 1960, by 
Chairman Overton Brooks of Louisiana as H.R. 9918. The com- 
mittee held hearings on the measure February 17, 25, 29, March 1, 
and 2. Four subcommittees also held hearings on the bill February 
18, 19, 22, 23, 24, and 26. Committee amendments were adopted 
February 29 and on March 1 the committee directed the chairman to 
introduce a clean bill. 

The clean bill, H.R. 10809, was introduced by Mr. Brooks March 1. 
The bill was reported to the House March 3, accompanied by House 
Report 1333, and passed by the House March 9. 

‘The Senate Committee on Aeronautical and Space Sciences reported 
the bill with amendments April 29, accompanied by Senate Report 
1300. It passed the Senate with amendments May 3 and on that 
date the Senate requested a conference. Conference Report 1629 
was filed in the House May 19 and was approved May 23; it was 
adopted in the Senate May 24. The President signed the act June 1 
as Public Law 86-481. 

The act authorized funds for aeronautical and space research, 
scientific investigations in space, satellite applications, manned space 
flight, vehicle systems technology, space propulsion technology, 
vehicle development, and tracking and data acquisition. 
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The legislation also authorized funds to pay for the creation of 30 
additional supergrade positions at the George C. Marshall Space 
Flight Center, Huntsville, Ala. 

When the bill was reported to the House, it authorized $915 million 
for fiscal year 1961, including $170,760,000 for salaries and expenses, 
$621,453,000, for research and development, and $122,787,000 for 
construction and equipment. The Senate amendment increased the 
authorization to $970 million, This included $50 million of emergency 
authorization for ‘Research and development” to be available for 
expenditure to defray the cost of research and development activities 
which the Administrator determined to be urgently required in the 
national interest to exploit technological or scientific breakthrough. 
Also included was a $5 million emergency authorization for ‘“Con- 
struction and equipment.”’ 


H.R. 12049 (a bill to amend the National Aeronautics and Space Act 
of 1958, as amended, and for other purposes) 

This bill was introduced January 18, by Mr. Brooks of Louisiana as 
H.R. 9675 following a message of the President, dated January 14, 
1960, transmitting recommendations that the Congress enact certain 
amendments to the National Aeronautics and Space Act of 1958. 

The amendments were designed to (1) clarify NASA’s responsi- 
bility for planning and managing a program of nonmilitary space 
activities and to simplify organizational arrangements relating to 
such activities; (2) modify the provisions of the National Aeronautics 
and Space Act of 1958 concerning property rights in inventions; (3) 
provide NASA with certain types of authority which are otherwise 
available to the Department of Defense or other agencies of the 
executive branch; and (4) make certain technical amendments to 
the act. 

H.R. 12049 was introduced by Mr. Brooks, May 3, as a clean bill. 
It incorporated the provisions of two bills, previously introduced, 
proposed amendments to the Space Act—embodied in H.R. 4148, 
authorizing NASA to indemnify its contractors, and H.R. 9484, 
amending section 305, entitled “Property Rights in Inventions’— 
thereby tabling these bills. 

On March 8 the committee received a report from the special sub- 
committee which had held hearings the latter part of the first session 
on proposed changes in the patent section of the act. Hearings were 
held by the committee on March 9, 10, 14, 15, 16, 17, 21, 22, 24, 28, 
29, 30, 31, and April 4 on all aspects of the proposed revision. 

On May 3 the committee voted final approval of the bill, and on 
May 19 it was reported to the House, accompanied by House Report 
1633. The House passed the bill without amendment June 9. 

As approved by the House, the bill made the following major re- 
visions in the Space Act: (1) abolished the National Aeronautics and 
Space Council and the Civilian-Military Liaison Committee of the 
National Aeronautics and Space Administration and the Department 
of Defense; (2) established an Aeronautics and Astronautics Coordinat- 
ing Board ; (3) revised the patent provisions under which N ASA oper- 
ated; and (4) added an indemnification section to guard contractors 
against losses which might arise from unusually hazardous risks. 

The Senate took no action. 








ACTIVITIES OF COMMITTEE ON SCIENCE AND ASTRONAUTICS 1] 


House Joint Resolution 567 (a joint resolution to effect immediately the 
transfer of the Development Operations Division of the Army Ballis- 
tic Missile Agency to the National Aeronautics and Space Admin- 
istration) 

This joint resolution was introduced by Representative B. F. Sisk of 

California January 21 following a message from the President to the 

Congress on January 14 relative to ms aking certain transfers from the 

Department of Defense to provide NASA w vith an organization capable 

of and equipped for developing and operating large space vehicle 

boosters and conducting related research. 

The committee held a hearing February 3 and agreed to report the 
resolution. It was reported Febru: ary 4, accompanied by House 
Report 1240, and passed the House February 8. 

However, the Senate took no action on the resolution and the trans- 
fer became effective March 14, or 60 days after the President submitted 
the proposal, in accordance with the provisions of existing law. 


H.R. 11985 (a bill to make American nationals eligible for scholarships 
and fellowships authorized by the National Science Foundation Act of 
1950) 

This bill was introduced by Chairman Brooks April 28. Its purpose 
was to change the wording in the act to remove discrimination against 
American Samoans who had been excluded from eligibility for certain 
scholarships and graduate fellowships authorized to be granted to 
Americans chosen on merit for study and work in the mathematical, 
physical, medical, biological, engineering, and other sciences at ac- 
credited nonprofit educational institutions in this country and abroad. 

The committee held a hearing May 6 and on the same date reported 
the bill, accompanied by House Report 1591. It passed the House on 
May 16 and was approved by the Senate without amendment June 18, 
1960. Tne measure was signed by the President as Public Law 86-550 
on June 29, 1960. 


IT.R. 4986 (a bill to provide for the establishment of a National Science 
Academy) 


This bill was introduced by Representative Victor Anfuso of New 
York, February 25, 1959. Subcommittee ~~ 3, headed by Mr. 
Anfuso, held hearings on the bill May 4 and 25, 1960. No final action 
was taken by the subcommittee. 
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AMENDMENTS TO PUBLIC LAW 480 


August 31, 1960.—Committed to the Committee of the Whole House on the 
State of the Union and ordered to be printed 


Mr. Cootery, from the Committee on Agriculture, submitted the 
following 


REPORT 


(To accompany H.R. 12720] 


The Committee on Agriculture, to whom was referred the bill 
(H.R. 12720) to amend the Agricultural Trade Development and 
Assistance Act of 1954, having considered the same, report favorabl 
thereon with amendments and recommend that the bill, as seal, 
do pass. 

The amendments are as follows: 

Page 4, line 23, strike out all of section 5 of the bill and insert: 


Sec. 5. The first sentence of section 403 of such Act is 
amended by striking out all of such sentence after the word 
“determine” and inserting “but not in excess of 3 per 
centum per annum.” 


Page 5, line 5, strike out all of section 6 of the bill and insert: 


Src. 6. Section 406 of such Act is amended by inserting 
after the word “sections” the following: ‘‘101(b) and (c),”. 


STATEMENT 


This bill makes several amendments to the Agricultural Trade 
Development and Assistance Act of 1954, commonly called Public 
Law 480, most of which are in the nature of liberalizing the existing 
provisions of that act in order to provide greater flexibility in obtaining 
the benefits contemplated by the Congress in its enactment, 

Section 1 makes amendments to several provisions of section 104 
of the act, relating to uses to be made of foreign currencies accruing 
under the export program. ‘There is no new use authorized in this 
section, nor is any existing use removed from the appropriating 
process. Section 2 adds a new provision to title I of the act authorizing 
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the establishment of reserves of surplus foods in foreign countries. 
Sections 3, 4, 5, and 6 of the bill amend title IV of the act, the title 
authorizing long-term commitments for the sale of surplus com- 
modities and the extension of dollar credit for such commodities. 

These provisions of the bill are further explained in the “analysis 
of the bill’ ’ section which follows. 


ANALYSIS OF THE BILL 
Market development 
Paragraph (a) of section 1 of the bill makes certain technical and 
clarifying changes in section 104(a) of the Agricultural Trade Develop- 
ment and Assistance Act to emphasize and give further effect to the 
policy of the Congress set forth in the amendment to this section last 
year which provided for a set-aside of a specified percentage of foreign 
currencies to be made available for market development and also to 
permit continuity of effort and long-range planning. This amend- 
ment will facilitate administration of the act by making it unmistak- 
ably clear that it is the duty and responsibility of the Secretary of 
Agriculture and not that of any other agency of Government to 
determine the kind and amount of foreign currencies to be set aside 
under the act and made available for agricultural marketing develop- 
ment programs. The amendment is consistent with the action of the 
Congress on the 1961 appropriation bill (Public Law 86-532) and the 
accompanying report of the House Committee on Appropriations which 
correctly construed section 104(a) as requiring that priority be given 
to the setting aside of foreign currencies for market development and 
which rejected the proposal of the Bureau of the Budget which would 
have seriously impaired the effective efforts being made to develop 
and expand foreign markets for U.S. agricultural products. The 
amendment will make it plain that it is the Secretary of Agriculture 
who has the responsibility for administering this provision of the act 
and will prevent impairment of the great strides now being made in 
market development, particularly in the commercial market areas of 
the world where the greatest potential exists. This amendment 
does not affect in any way that part of the act which provides that no 
foreign currencies shall be allocated for market development except 
as may be specified from time to time in appropriation acts. It will, 
however, assure that there is available for appropriation the kind and 
amount of foreign currencies needed for agricultural market develop- 
ment. 


Loans to private business 

Paragraph (b) of section 1 provides that foreign currencies loaned 
to private business for development in foreign countries shall be 
returned to the Export-Import Bank and be available for additional 
such loans. This was the intent of Congress when this provision, 
known as the Cooley amendment, was added to Public Law 480, but 
it was not specifically spelled out in the legislation. 

The Department of Agriculture has reported adversely on this part 
of the bill, stating that this matter is under study by the administra- 
tion and that definite recommendations will be made to the next 
session of Congress. The committee believes that this has been one 
of the most successful aspects of our operations under Public Law 480 
and that enactment of this provision at this time should be of consider- 


aoe 








AMENDMENTS TO PUBLIC LAW 480 ; 3 


able assistance to the administration in developing its policy with 
respect to loan funds, as a clear indication of congressional intent 
with respect to this particular fund. 


Educational activities 


Paragraphs (c), (d), and (e) of section 1 will strike out the arbitrary 
limitations placed on the use of foreign currencies acquired under 
Public Law 480 for carrying out the Fulbright Act educational ex- 
changes under section 104(h), U.S. Information Agency textbook 
programs under subsection 104(i), and audiovision informational 
and educational activities under subsection 104(r). Since all of these 
uses of foreign currencies are now subject to the appropriating process, 
the committee sees no need for arbitrary limitations on the annual 
amounts of such currencies which may be used for these purposes. 

These provisions were embraced in a separate bill (H.R. 9725) by 
Mr. Boggs, on which a favorable report was submitted by the De- 
partment of Agriculture. 


Loans for public health purposes 


Paragraph (f) of section 1 will correct a limitation on the use of loan 
or grant funds for public health and related purposes which was put 
into the act, apparently by inadvertence, during its last previous 
amendment. 


Oversea food reserves 


Section 2 of the bill, which provides for the establishment in foreign 
countries of food reserves, was recommended to the Congress by the 
Secretary of Agriculture in an executive communication “dated ‘April 
25, 1960. Following is the Secretary’s explanation of the intent of 
this section: 


The national food reserve amendment contemplates making 
food commodities, principally wheat, available to under- 
developed countries to help such countries meet consumption 
needs in times of emergency. Wheat supplied for any such 
reserves would move directly through private trade channels 
and be financed under the title 1, Public Law 480 program. 
Collection of the foreign currency equivalent of the sales 
price would be delayed until the wheat is drawn down for 
commercial use. Such payment could be waived as to 
quantities used for emergencies resulting from floods or other 
disasters which the United States determined justified the 
granting of food under the provisions of title Il of Public 
Law 480, 

We do not consider that the establishment of reserve stocks 
in underdeveloped countries offers opportunity to dispose 
of. any very large quantity of wheat. In addition to such 
limiting factors as climate and port handling and other dis- 
tribution facilities, there is the fact that at the present time 
practically no suitable storage exists for the establishment 
of reserves in such countries. We are encouraging the use 
of title I sales proceeds made available to the governments 
of such countries through loans and grants for the construc- 
tion of adequate storage facilities. It will be some time, 
however, before construction of such storage will be advanced 
to the point where it would be possible to establish more 
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than very small reserves. The Department has no intention, 
and in fact believes it would not be desirable or feasible to 
dispose of huge stocks of grain for the establishment of re- 
serves. The total quantity which would be devoted to this 
purpose would be extremely small compared to the total 
surplus stocks in the United States, and even as compared to 
our yearly export volume. We believe, however, that it 
would achieve some increase in consumption and result in in- 
creased exports from the United States. 

It has been a recurring experience in times of crop shortage 
in countries such as India that consumption has been oa 
stantially cut back over a period of 1 to 3 months while 
import programs were being negotiated and_ purchases 
made and shipments received in the country. Under these 
circumstances, a 2 or 3 months’ reserve supply would bridge 
the gap until regular imports begin to arrive. Also, in the 
case of disaster such as floods, where the need for food is 
immediate, even the promptest action in making shipments 
from the United States will not meet such need in time. 
The availability of such reserve stocks would do so. 

The U.S. Government will not build warehouses abroad, 
will not own the commodity, and will not be responsible 
for the cost of storage or for the storage and handling 
operations necessary to maintain the national food reserves. 
However, the title I agreement providing for the establish- 
ment of reserve stocks would include provisions governing (1) 
the quantity of the reserve to be established, (2) the length 
of time the reserve would be maintained, (3) methods to 
protect commodities including basis of settlement in case 
stocks are damaged, (4) compliance with regular requirements 
under title I including safeguards against use of the com- 
modities for speculative purposes, and (5) the conditions 
under which reserve stocks would be paid for by the country 
or obtained without payment. 


Trade with hard-currency countries 


Section 3 of the bill will facilitate the implementation and adminis- 
tration of title IV which was added last year as a new title to the 
Agricultural Trade Development and Assistance Act. The intent 
and purpose of this title as expressed by the committee in its report 
which accompanied the legislation is to foster the sale of surplus 
agricultural commodities for dollars to buyers in any of the friendly 
countries through the extension of long-term credit or through long- 
term supply contracts, or both. Notwithstanding the express grant 
of authority and the specific legislative direction, not a single sale has 
been consummated under this title, even though it was enacted almost 
a year ago. The failure to make sales of our surplus agricultural 
commodities for dollars under this authority has not been because 
there was a lack of buyers. Substantial buying interests from both 
Germany and France have manifested a willingness and a desire to 
purchase considerable quantities of surplus agricultural commodities 
under this authority, but administrative redtape and confusion over 
division of administrative authority and eligibility of the private 
trade to make purchases has served to date to defeat the purposes 
and objectives of title IV. 
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This amendment is designed to clarify and give effect to the purposes 
of title IV and to remove any ambiguity which may exist. This is 
accomplished by adding a new sentence to section 401 of the act to 
make it clear that it is also the purpose of title IV to stimulate and 
increase sales of surplus agricultural commodities for dollars to the 
private trade through the extension of long-term credit for the pur- 
chase of such commodities, particularly in the hard-currency market 
areas of the world and to free such sales from restrictions which may 
be applicable to sales to governments in less-developed countries. The 
real opportunities for fostering sales of U.S. surplus agricultural 
commodities for dollars—even on long-term credit—lie principally 
in the hard-currency countries. (Soft-currency countries are eligible 
to make purchases under title I for local currencies which are then 
put to mutually agreed uses, including loans or grants for economic 
development. Long-term supply contracts and long-term credits 
may lead to a return to dollar purchases in such countries.) 

The situation, however, is different in the hard-currency countries. 
Generally they are following trade policies more nearly comparable to 
our own. ‘To an increasing degree they have liberalized their cur- 
rencies or are in the process of doing so and are moving away from 
direct trading by the state. ‘Trade has been restored to the private 
trade channels. This should be fostered and encouraged and care 
should be exercised to avoid policies or actions which would defeat 
or slow down the return to or the expansion of private trade. This 
amendment to section 401 will carry out the objectives of title IV by 
specifically providing for and authorizing the making of sales of U.S. 
surplus agricultural commodities to the private trade in foreign coun- 
tries for dollars through the extension of long-term credit with interest. 
Title IV provides that payment may be made in approximately equal 
annual installments. This provision gives the Secretary of Agriculture 
flexibility and discretion in fixing the repayment schedule. Equal 
annual installments might be most feasible in sales to the private 
trade in hard-currency areas, whereas sales to governments in less- 
developed countries may require a different repayment schedule 
because of the debt structure and financial situation of the less-de- 
veloped country involved. In all respects, sales to the private trade 
in hard-currency areas will be the same as cash dollar sales. The 
only difference being that instead of receiving dollars immediately 
in payment, notes calling for payment in dollars guaranteed by 
recognized and sound foreign banking institutions, or other equivalent 
credit instruments, will be received evidencing the dollar indebted- 
ness and providing for deferred payment. Conditions which might 
be applicable in sales to governments in soft-currency areas or for 
local currencies obviously are not applicable in connection with dollar 
sales to the private trade under this title. 

Dollar sales to the private trade on long-term credit will have the 
effect of stimulating and broadening markets by making it easier for 
potential buyers to purchase by minimizing working capital require- 
ments. Such sales will put surplus agricultural commodities in the 
hands of buyers who will be in a position to move them into con- 
sumption and who will have an interest in so doing. They will en- 
courage the private trade to assume broader responsibilities for the 
marketing and utilization of these commodities which are in surplus 
supply. Such sales also will encourage and strengthen trade relations 











6 AMENDMENTS TO PUBLIC LAW 480 


with the private trade in the United States. On the other hand, as 
a result of such sales, the United States will be in effect exchanging 
surplus agricultural commodities which are depressing domestic prices 
and which are threatened with loss through deterioration or spoilage 
and which are costly to hold, store, and handle for assets in the form 
of interest-bearing dollar notes guaranteed by sound foreign banking 
institutions in the case of sales to the private trade, or by foreign 
governments where sales are made directly to foreign governments. 
Greater authority in Secretary of Agriculture 

Section 4 amends section 402 of the act and gives to the Secretary 
of Agriculture the responsibility and authority for effectuating the 
sales and the extension of credit, whether to private trade or to foreign 
governments. Sales to the private trade for dollars, like cash sales, 
will not involve other governments or other agencies of our Govern- 
ment. Sales, however, directly to governments of other countries 
necessarily involve agreements with foreign governments which may 
involve foreign-policy considerations. This amendment will provide 
the flexibility needed by the Secretary to maximize sales for dollars. 
Every effort should be made to foster dollar sales under this title, 
and preferably through the private trade and thereby gradually 
minimize sales for local currencies. 
Interest rate 

Section 5 of the bill, as amended, fixes the rate of interest to be 
charged for credit extended in connection with the sale of surplus 
agricultural commodities at 3 percent. Under existing law the rate 
of interest was not fixed specifically, except provision was made that 
it could not exceed the cost of money to the United States. It was 
contemplated that the rate of interest would be determined by the 
Secretary of Agriculture in the negotiations for the sale of the com- 
modities with the purchasers. The committee in its report pointed 
out that the return in the form of interest is of secondary importance 
and that the primary concern is the sale of the surplus commodities 
for dollars. Instead, however, of treating the rate of interest to be 
charged as of secondary importance to the making of sales for dollars, 
it has actually been a cause of delay and failure to make sales. The 
statutory ceiling, instead of being treated as a ceiling, became the 
floor. The savings in storage costs, the removal of the risks of loss 
through spoilage and deterioration, and the benefits to be gained by 
the elimination of the price-depressing effect of surpluses on domestic 
market prices far outweigh the importance of the rate of interest to 
be charged. The amendment to section 403 of the act will fix the 
rate of interest at 3 percent. The fixing of the rate of interest will 
also serve to eliminate the long administrative delays which otherwise 
would be involved if the rate is left to administrative discretion. 

Section 6 of the bill makes sections 101 (b) and (c) of title I of the 
act applicable insofar as such provisions are consistent with the pro- 
visions of title IV to provide greater flexibility and to permit encour- 
agement of sales for dollars even in instances where sales are made 
directly to foreign governments and to give greater emphasis to foster- 
ing and strengthening markets for U.S. surplus agricultural com- 
modities. The amendment to section 401 will serve to free dollar 
sales to the private trade from the restrictions in that section appli- 
cable to sales to governments. The amendment to section 6 provides 
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authority to free sales to governments from such restrictive require- 
ments when they tend to interfere with the making of dollar sales under 
this title. 

DEPARTMENTAL VIEWS 


The following is the report of the Department of Agriculture, 
stating section by section its position on the bill: 


DEPARTMENT OF AGRICULTURE, 
Washington, D.C., August 30, 1960, 
Hon. Harotp D. Cootry, 
Chairman, Committee on Agriculture, 
House of Representatives, 

Drar ConGressMAN Cootey: This is in response to your request 
for a report on H.R. 12720, a bill to amend the Agricultural Trade 
Development and Assistance Act of 1954. 

The comments of the Department on various amendments are 
furnished below. 

With respect to the amendment of subsection 104(a), we do not 
feel it would be appropriate for the Secretary of Agriculture to enter 
into title I, Public Law 480 agreements. Such authority, consistent 
with section 101 of the act, should be vested in the President. 

We oppose the amendment of subsection 104(e) which would make 
loan repayments from private business firms available again for the 
same type of loan. It is the intention of the executive branch to 
make recommendations during the next session of the Congress on 
the use of loan repayments both with respect to the Cooley amend- 
ment and economic development loans. We have proceeded delib- 
erately on this problem because (1) the size of loan repayments has 
not yet become substantial and for the most part these repayments 
are salable by the Treasury for appropriated funds and (2) the com- 
plexity of the problem warrants extensive study. We recommend, 
therefore, that legislation regarding the use of loan repayments be 
deferred until the next session of the Congress. 

Regarding the elimination of ceilings in the use of foreign currencies 
for informational and educational activities, our report to you of 
May 12, 1960, in connection with H.R. 9725 indicated that we had 
no objection to the proposal as it applies to subsections 104 (i) and (r). 
We now have no objection to the amendment of subsection 104(h) 
because use of foreign currencies for this purpose is becoming subject 
to appropriation actions. 

e would favor amendment of the final proviso of section 104 
which would delete the requirement that subsection 104(e) grant or 
subsection 104(g) loan funds could not be allocated for health and 
education programs or finance the use of audiovisual materials after 
June 30, 1960, unless provision is made in appropriation acts for these 
purposes. As “country” funds, amounts of currencies to be made 
available to participating countries under subsections 104 (e) and (g) 
are agreed upon when title I agreements are negotiated. The 
amendment would facilitate the use of funds for these programs. 

The Department favors new section 110 which incorporates the 
administration proposal to establish national food reserves in under- 
developed countries under title I. This amendment was explained in 
our letter of April 15, 1960, to the Speaker of the House, submitting 
a draft bill on Public Law 480. 
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We do not favor the proposed amendment of section 403 since we do 
not believe that the relatively very low interest costs involved are a 
deterrent where long-term dollar credit sales of commodities which do 
not interfere with cash sales can appropriately be arranged under title 
IV. Also, since the loans would extend years beyond the consumption 
of commodities, they are not simply loans to finance commodity sales, 
but would, in fact, represent long-term financial assistance to the 
budgets of governments in the purchasing countries. For this reason, 
a formula which would establish a maximum interest rate below the 
current cost of funds to our Government is in our view particularly 
undesirable. Should a lower rate be desirable in special circum- 
stances, the existing law permits such an action. 

We favor the amendment of section 406 making sections 101 (b), 
(c), and (d) applicable to title IV transactions. This would make 
title IV operations more consistent with title I operations. 

We would have no objection to the amendment of section 406 which 
would give the Secretary of Agriculture authority to waive cargo- 
preference requirements if he determines that additional dollar exports 
which might be made under a title IV sales agreement are prevented 
because of such requirements. 

Pilot programs under title IV are now being developed for negotia- 
tion with certain prospective countries. Other changes in title IV 
such as the proposed amendments to sections 401 and 402 may be 
determined to be desirable after completion of these initial pilot 
country program negotiations. Also, the Department is currently 
reviewing export policies and programs, including the field of export 
credit, in efforts to further expand exports of U S. agricultural com- 
modities. We will then be prepared to submit appropriate legislative 
recommendations. 

We note with regret that H.R. 12720 does not include the provision 
requested by the administration which would have made explicit the 
authority of the executive branch to transfer to the International 
Development Association foreign currencies arising out of the title I 
program. When established, the International Development Asso- 
ciation will provide a means whereby other economically strong 
countries of the free world will participate with the United States 
in providing assistance to the underdeveloped nations. 

The Bureau of the Budget advises that, while there is no objection 
to the submission of this report, it has had insufficient opportunity, in 
consultation with other interested agencies, to thoroughly evaluate the 
many ramifications of this proposed legislation. On the basis of a 
preliminary review, however, it is believed that there are several 
objectionable fes atures to the bill. These include the proposed amend- 
ment of section 104(a) that would enable the Secretary of Agric sulture 
to further restrict the use of certain foreign currencies accruing under 
sales agreements; the failure to include in the proposed amendment to 
section 406 the requirement for the protection of normal patterns of 
commercial trade with friendly countries contained in section 101(a); 
and the proposed amendment to section 402 authorizing the Secretary 
of Agriculture to enter into sales agreements, instead of retaining this 
authority in the President. 

Sincerely yours, 
True D. Morsg, 
Acting Secretary. 
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CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as intro- 
duced, are shown as follows (existing law proposed to be omitted is 
enclosed in black brac kets, new matter is printed in italic, existing 
Jaw in which no change is proposed is shown in roman): 


Pusuic Law 480—83p CoNGRESS 
CHAPTER 469—2p SEssIon 


AN ACT To increase the consumption of United States agricultural commodities 
in foreign countries, to improve the foreign relations of the United States, and 
for other purposes 
Be it enacted by the Senate and House of Representatives of the United 

States of America in Congress assembled, That this Act may be cited 

as the Agricultural Trade Development and Assistance Act of 1954. 


* * * * * * * 
TITLE I—SALES FOR FOREIGN CURRENCY 
* * * * * * * 


Src. 102. (a) For the purpose of carrying out agreements concluded 
by the President hereunder, the Commodity Credit Corporation, in 
accordance with regulations issued by the President pursuant to 
subsection (b) of this section, (1) shall make available for sale here- 
under to domestic exporters or for grants surplus agricultural com- 
modities heretofore or hereafter acquired by the Corporation in the 
administration of its price-support operations, and (2) shall make 
funds available to finance the sale or grant and exportation of surplus 
agricultural commodities, whether from private stocks or from stocks 
of the Commodity Credit Corporation. In supplying such commodi- 
ties to exporters under this subsection the Commodity Credit Cor- 
poration shall not be subject to the sales price restrictions in section 
407 of the Agricultural Act of 1949, as amended. The commodity 
set-aside established for any commodity under section 101 of the 
Agricultural Act of 1954 (68 Stat. 897) shall be reduced by a quantity 
equal to the quantity of such commodity financed hereunder which 
is exported from private stocks. 

(b) In order to facilitate and maximize the use of private channels 
of trade in carrying out agreements entered into pursuant to this 
Act, the President may, under such regulations and subject to such 
safeguards as he deems appropriate, provide for the issuance of letters 
of commitment against funds or guaranties of funds supplied by the 
Commodity Credit Corporation and for this purpose accounts may be 
established on the books of any department, agency, or establishment 
of the Government, or on terms and conditions approved by the 
Secretary of the Treasury in banking institutions in the United States. 
Such letters of commitment, when issued, shall constitute obligations 
of the United States and moneys due or to become due thereunder 
shall be assignable under the Assignment of Claims Act of 1940. 
Expenditures of funds which have been made available through ac- 
counts so established shall be accounted for on standard documenta- 
tion required for expenditures of Government funds. 


* * * ~ * * * 








10 AMENDMENTS TO PUBLIC LAW 480 


Sec. 104. Notwithstanding section 1415 of the Supplemental 
Appropriation Act, 1953, or any other provision of law, the President 
may use or enter into agreements with friendly nations or organiza- 
tions of nations to use the foreign currencies which accrue under this 
title for one or more of the following purposes: 

(a) To help develop new markets for United States agricultural 
commodities on a mutually benefiting basis. From sale proceeds and 
loan repayments under this title not less than the equivalent of 5 
per centum of the total sales made each year under this title after the 
date of this amendment shall be set aside in the amounts and kinds of 
foreign currencies specified by the Secretary of Agriculture and made 
available in advance for use as provided by this subsection over such 
period of years as the Secretary of Agriculture determines will most 
effectively carry out the purpose of this subsection: Provided, That no 
such funds shall be allocated under this subsection after June 30, 
1960, except as may be specified, from time to time, in appropriation 
acts. [Particular regard shall be given to provide] Provision shall 
be made in sale and loan agreements for the convertibility of such 
amount of the proceeds thereof as [may] the Secretary of Agriculture 
determines to be needed to carry out the purpose of this subsection in 
those countries which are or offer reasonable potential of becoming 
dollar markets for United States agricultural commodities. Notwith- 
standing any other provision of law, if sufficient foreign currencies for 
carrying out the purpose of this subsection in such countries are not 
otherwise available, [agreements may be entered into] the Secretary 
of Agriculture is authorized to enter into agreements with such countries 
for the sale of surplus agricultural commodities in such amounts as 
the Secretary of Agriculture determines to be adequate and for the 
use of the proceeds to carry out the purpose of this subsection. 

(b) To purchase or contract to purchase, in such amounts as may 
be specified from time to time in appropriation acts, strategic or other 
materials for a supplemental United States stockpile of such materials 
as the President may determine from time to time. Such strategic 
or other materials acquired under this subsection shall be placed in 
the above named supplemental stockpile and shall be released there- 
from only under the provisions of section 3 of the Strategic and Critical 
Materials Stock Piling Act; 

(c) To procure military equipment, materials, facilities, and services 
for the common defense; 

(d) For financing the purchase of goods or services for other 
friendly countries; 

(e) For promoting balanced economic development and _ trade 
among nations, for which purposes not more than 25 per centum of 
the currencies received pursuant to each such agreement shall be 
available through and under the procedures established by the 
Export-Import Bank for loans mutually agreeable to said bank and 
the country with which the agreement is made to United States 
business firms and branches, subsidiaries, or affiliates of such firms 
for business development and trade expansion in such countries and 
for loans to domestic or foreign firms for the establishment of facilities 
for aiding in the utilization, distribution, or otherwise increasing the 
consumption of, and markets for, United States agricultural products: 
Provided, however, That no such loans shall be made for the manufac- 
ture of any products to be exported to the United States in competition 


eS 
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with products produced in the United States or for the manufacture 
of production of any commodity to be marketed in competition with 
United States agricultural commodities or the products thereof. 
Foreign currencies may be accepted in repayment of such loans. 
Interest and principal payments received on such loans shall remain 
with and be available to the Export-Import Bank for additional loans 
under this subsection; 

To pay United States obligations abroad; 

(g) For loans to promote multilateral trade and economic develop- 
ment, made through established banking facilities of the friendly 
nation from which the foreign currency was obtained or in any other 
manner which the President may deem to be appropriate. Strategic 
materials, services, or foreign currencies may be accepted in payment 
of such loans; 

(h) For the financing of international educational exchange activi- 
ties under the programs authorized by section 32(b)(2) of the Surplus 
Property Act of 1944, as amended (50 U.S.C. App. 1641(b)) and for 
the financing in such amounts as may be specified from time to time 
in appropriation acts of programs for the interchange of persons under 
title IT of the United States Information and Educational Exchange 
Act of 1948, as amended (22 U.S.C. 1446). In the allocation of funds 
as among the various purposes set forth in this section, a special effort 
shall be made to provide for the purposes of this subsection, including 
a particular effort with regard to: (1) countries where adequate funds 
are not available from other sources for such purposes, and (2) coun- 
tries where agreements can be negotiated to establish a fund with the 
interest and principal available over a period of years for such pur- 
poses, such special and particular effort to include the setting aside of 
such amounts from pn proceeds and loan repayments under this 
title [,, not in excess of $1,000,000 a year in any one country for a period 
of not more than five years in advance,] as may be determined by the 
Secretary of State to be required for the purposes of this subsection ; 

(i) For financing the translation, publication, and distribution of 
books and periodicals, including Government publications, abroad; 
[: Provided, That not more than $5,000,000 may be allocated for this 
purpose during any fiscal year.] 

(j) For providing assistance to activities and projects authorized 
by section 203 of the United States Information and Educational 
Exchange Act of 1948, as amended (22 U.S.C. 1448), but no foreign 
currencies which are available under the terms of any agreement for 
appropriation for the general use of the United States shall be used 
for the purposes of this subsection (j) without appropriation therefor; 

(k) To collect, collate, translate, abstract, and disseminate scientific 
and technological information and to conduct research and support 
scientific activities overseas including programs and projects of scien- 
tific cooperation between the United States and other countries such 
as coordinated research against diseases common to all of mankind 
or unique to individual regions of the globe, and to promote and sup- 
port pr tcheran of medical and scientific research, cultural and educa- 
tional development, health, nutrition, and sanitation: Provided, That 
foreign currencies shall be available for the purposes of this subsection 
(in addition to funds otherwise made available for such purposes) 
only in such amounts as may be specified from time to time in ap- 
propriation Acts; 
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(1) For the acquisition by purchase, lease, rental or otherwise, of 
sites and buildings and grounds abroad, for United States Government 
use including offices, residence quarters, community and other facili- 
ties, and for construction, repair, alteration and furnishing of such 
buildings and facilities: Provided, That foreign currencies shall be 
available for the purposes of this subsection (in addition to funds 
otherwise made available for such purposes) in such amounts as may 
be specified from time to time in appropriation acts; 

(m) For financing in such amounts as may be specified from time to 
time in appropriation acts (A) trade fair participation and related 
activities authorized by section 3 of the International Cultural 
Exchange and Trade Fair Participation Act of 1956 (22 U.S.C. 1992), 
and (B) agricultural and horticultural fair participation and related 
activities ; 

(n) For financing under the direction of the Librarian of Congress, in 
consultation with the National Science Foundation and other in- 
terested agencies, in such amounts as may be specified from time to 
time in appropriation acts, (1) programs outside the United States 
for the analysis and evaluation of foreign books, periodicals, and other 
materials to determine whether they would provide information of 
technical or scientific significance in the United States and whether 
such books, periodicals, and other materials are of cultural or educa- 
tional significance; (2) the registry, indexing, binding, reproduction, 
catalogin x, abstracting, translating, and dissemination of books, 
periodicals, and related materials determined to have such significance ; 
and (3) the acquisition of such books, periodicals, and other materials 
and the deposit thereof in libraries and research centers in the United 
States specializing in the areas to which they relate; 

(o) For providing assistance, in such amounts as may be specified 
from time to time in appropriation acts, by grant or otherwise, in the 
expansion or operation in foreign countries of established schools, 
colleges, or universities founded or sponsored by citizens of the United 
States, for the purpose of enabling such educational institutions to 
carry on programs of vocational, professional, scientific, technological, 
or general education; 

(p) For supporting workshops in American studies or American 
educational techniques and supporting chairs in American studies; 

(q) For assistance to meet emergency or extraordinary relief re- 
quirements other than requirements for surplus food commodities: 
Provided, That not more than a total amount equivalent to $5,000,000 
may be made available for this purpose during any fiscal year; 

(r) For financing the preparation, distribution, and exhibiting of 
audo-visual ddd ional and educational materials, including Gov- 
ernment materials, abroad: Provided, That [not more than a total 
amount equivalent to $2,500,000 may be made available for this 

urpose during any fiscal year, but] nothing in this subsection shall 
fimit or affect the use of foreign currencies to finance the preparation, 
distribution, or exhibition of such materials in connection with trade 
fairs and other market development activities under subsection (a); 
Provided, however, That section 1415 of the Supplemental Appropriation 
Act, 1953, shall apply to all foreign currencies used for grants under 
subsections (d) and (e) and for payment of United States obligations 
involving grants under subsection (f) and to not less than 10 per 
centum of the foreign currencies which accrue under this title: Pro- 
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vided, however, That the President is authorized to waive such applica- 
bility of section 1415 in any case where he-determines that it would 
be inappropriate or inconsistent with the purposes of this title: 
Provided, however, That no foreign currencies shall be available [for 
the purpose of subsection (p), except in such amounts as may be 
specified from time to time in appropriation Acts, and no foreign 
currencies shall be allocated under any provision of this Act after 
June 30, 1960, - the purposes specified in] pursuant to subsections 


(k), (p), and (r), except in such amounts as may be specified from 
time to time in ge Petes Acts. 
« « * * . * * 


Sec. 110. In order to facilitate the establishment of national food 
reserves in underdeveloped countries, surplus agricultural commodities 
may be made available by the President for such reserve purposes pur- 
suant to an agreement unth the recipient country requiring that payment 
shall be made when such commodities are withdrawn from the reserve, 
except that no payment shall be required for any quantities of such com- 
modities which are used by agreement of the President and the Govern- 
ment of the recipient country for purposes provided for in section 201 of 
this Act, which agreement may provide for replacement of commodities 
so used under section 201. Agreements under which commodities are 
provided pursuant to this section shall specify whether any payment made 
thereunder shall be in foreign currency or in dollars, and the purposes 
authorized under section 104 of this Act for which any such foreign cur- 
rency payments may be used. In negotiating agreements under this sec- 


tion the President shall give effect to the requirements prescribed in section 
101 for agreements entered into under that section. 
. * * * * x ~ 


TITLE [IV—LONG-TERM SUPPLY CONTRACTS 


Sec. 401. The purpose of this title is to utilize surplus agricultural 
commodities and the products thereof produced in the United States 
to assist the economic development of friendly nations by providing 
long-term credit for purchases of surplus agricultural commodities for 
domestic consumption during periods of economic development so 
that the resources and manpower of such nations may be utilized 
more effectively for industrial and other domestic economic develop- 
ment without jeopardizing meanwhile adequate supplies of agricul- 
tural commodities for domestic use. Jt is also the purpose of this title 
to stimulate and increase through private trade the sale of surplus agri- 
cultural commodities for dollars through long-term supply agreements 
and through the extension of credit for the purchase of such commodities 
thereby assisting the development of the economies of friendly nations and 
maximizing dollar trade. 

Sec. 402. [In furtherance of this purpose, the President is author- 
ized to enter into agreements with friendly nations under which the 
United States shall undertake] Jn furtherance of this purpose, the 
Secretary of Agriculture is authorized to enter into sales agreements under 
which he shall undertake to provide for delivery annually of certain 
quantities of such surplus agricultural commodities for periods of not 
to exceed ten years, pursuant to the terms and conditions set out in 
this title, providing such commodities are in surplus at the time 
delivery is to be made. 
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Src. 403. Payment for such commodities shall be in dollars with 
interest at such rate as the Secretary may determine but not more than 
the [cost of the] average cost of funds to the United States Treasury 
for the immediately preceding 10 fiscal years as determined by the Sec- 
retary of the Treasury, taking into consideration the [current] 
average market yields on outstanding marketable obligations of the 
United States having maturity comparable to the maturities [of 
loans made by the President under this section.] or credits extended 
under this title. 

Payment may be made in approximately equal annual amounts 
over periods of not to exceed twenty years from the date of the last 
delivery of commodities in each calendar year under the agreement 
and interest shall be computed from the date of such last delivery. 

* * * » * * * 


Sec. 406. In carrying out this title, the provisions of sections 
101 (b), (ec), and (d), 102, 103(a), 106, 107, and 108 of this Act shall be 
applicable to the extent not inconsistent with this title[.] and the 
provisions of the Act of March 26, 1934 (48 Stat. 500) as amended, and 
the Act of August 26, 1954 (68 Stat. 832) shall not be applicable if the 
Secretary of Agriculture determines that such provisions interfere with the 
sale of surplus agricultural commodities for dollars under this title. 


O 
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AMENDING SECTION 1(14)(a) OF THE INTERSTATE COM- 
MERCE ACT TO INSURE THE ADEQUACY OF THE 
NATIONAL RAILROAD FREIGHT CAR SUPPLY 


Avcust 31, 1960.—Committed to the Committee of the Whole House on the 
State of the Union and ordered to be printed 


Mr. WittiaMs, from the Committee on Interstate and Foreign 
Commerce, submitted the following 


REPORT 


[To accompany H.R. 7937] 


The Committee on Interstate and Foreign Commerce, to whom was 
referred the bill (H.R. 7937) to amend section 1(14)(a) of the Inter- 
state Commerce Act to insure the adequacy of the national railroad 
freight car supply, and for other purposes, having considered the 
same, report favorably thereon without amendment and recommend 
that the bill do pass. 


PURPOSE OF THE BILL 


The purpose of this bill is to give the Interstate Commerce Com- 
mission in its determination of the per diem charges to be paid for the 
use of railroad freight cars, the additional authority to prescribe a 
charge which would act as an incentive for the construction and main- 
tenance of an adequate car supply. 

This is accomplished by amending section 1(14) of the Interstate 
Commerce Act to provide that the Commission may determine 
whether such per diem charges be computed upon cost of ownership 
and maintenance (as at present), or upon value of use, or combination 
of both, or upon any other basis as in the Commission’s judgment 
would not only compensate the owner but encourage the acquisition 
and maintenance of an adequate car supply. 


HEARINGS 


The Subcommittee on Transportation and Aeronautics held hearings 
July 8, 9, and 10, 1959, on 11 bills having to do with freight car per 
diem, such bills falling into 3 categories: 

(1) H.R. 5938, 6138, and 6469 (identical bills), amending section 
1(15) of the act to authorize assessment of penalty per diem charges 
as an aid in alleviating shortages of freight cars during periods of 
emergency or threatened emergency; 
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(2) H.R. 6468, amending section 1(14) of the act to direct the Com- 
mission to include as a factor in determining per diem charges, the 
earning power or value of the use of the vehicle lost to the owner when 
used by others, as an incentive to the building of a larger car supply; 
and 

(3) H.R. 6551, 6789, 7008, 7020, 7130, 7925, and 7937 (identical 
bills), amending section 1(14) to authorize the Commission to consider 
this factor as well as any others which might act as incentives for 
building a larger car supply. 

The Interstate Commerce Commission sponsored and supported 
the penalty (H.R. 6468) and incentive (H.R. 6469) bills which had 
been introduced at its request, and also supported H.R. 6551 as alter- 
native to H.R. 6469. A group of western railroads owning about one- 
fourth of the freight car supply supported the incentive plan expressed 
in the seven identical bills, including H.R. 7937 here being reported. 
A group of eastern railroads owning about one-half the freight car 
supply opposed such plan. The American Short Line Railroad Asso- 
ciation opposed such plan. The National Association of Utility and 
Railroad Commissioners filed a statement in support of the plan, as 
did numerous western and midwestern shippers. The National In- 
dustrial Traffic League opposed the penalty per diem bill and raised 
questions concerning the incentive per diem bills. The Association 
of American Railroads urged that legislative action be deferred pend- 
ing a study by a committee of railroad executives. 

The Department of the Army filed letters in support of the incentive 
bills, the Department of Commerce opposed enactment at this time. 
The Bureau of the Budget filed a letter supporting an incentive bill. 


BACKGROUND 


Legislative proposals having to do with railroad freight car per 
diem—the daily rental paid by a railroad for each car on its lines not 
owned by it—have been before this committee in one form or another 
for many years, and have received increased attention during the past 
six or seven Congresses as freight car shortages have arisen from time 
to time since the war. 

The Interstate Commerce Commission has rather broad authority 
to deal with the existing car supply. Under section 1(13) the Com- 
mission may require the filing of the carriers’ car service rules and 
regulations. Section 1(14) authorizes the Commission to establish 
reasonable rules, regulations, and practices with respect to car service 
including the compensation to be paid for the use of cars and the 
penalties or other sanctions for nonobservance of such rules, regula- 
tions, or practices. The term ‘‘car service” is defined by section 1(10) 
to include the “use, control, supply, movement, distribution, exchange, 
interchange, and return of locomotiv e, cars, and other vehicles used in 
transportation of property” by any railroad. 

Section 1(15) gives the Interstate Commerce Commission powers 
to deal with emergency situations. When the Commission is of the 
opinion that equipment shortages, congestion of traffic, or other emer- 
gencies requiring immediate action exist in any section of the country, 
it may suspend the operation of any or all car service rules or prac- 
tices, and may prescribe such just and reasonable directions without 
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regard to car ownership as in its opinion will best promote the service 
in the interest of the public and commerce of the people. The Com- 
mission may also require the joint use of terminals, establish prefer- 
ences and priorities in transportation, and direct embargoes or the 
movement of traffic under permits. These actions may be taken upon 
complaint or on its own initiative without complaint, and with or 
without notice, hearing, or the making of a report. Moreover, the 
car service directions of the Commission may be made through and 
by such agents as the Commission shall designate for that purpose. 
Railroads, their officials, agents, and employees have the statutory 
duty to observe strictly and conform promptly to car service directions 
of the Commission. 

The Commission has taken the view that, in view of the recurring 
critical shortages of freight cars experienced by the Nation, the 
ownership of such equipment should be raised and maintained at a 
level which would meet the needs of the shipping public. It expresses 
the opinion that since the earning value of the average freight car 
greatly exceeds the current per diem charge of $2.75 (increased to 
$2.88 December 1, 1959), some of the carriers have found it cheaper to 
rent cars rather than to own them, as they have no incentive to pro- 
vide their fair share of an adequate car supply. It takes the position 
that if the advantages of renting equipment were made less attractive 
during times of car shortages, there would be a willingness on the 
part of every railroad to make its just and equitable contribution to 
the national car fleet. The Commission states that it lacks authority 
to accomplish this. 

In testifying before the subcommittee, Chairman Tuggle stated: 


Some time ago the Commission attempted to take the 
profit out of renting equipment by imposing a penalty per 
diem charge which it believed would furnish a pecuniary spur 
to deficit railroads to acquire a sufficient number of cars to 
at least take care of their own loading obligations. How- 
ever, a three-judge district court in Palmer v. United States 
(75 F. Supp. 63 (1947)) held that the use of the word ‘‘com- 
pensation” in section 1(14) (a) of the act, which authorizes 
the Commission to fix reasonable compensation for the use 
of cars, precluded it from establishing a per diem charge in 
excess of any purported reasonable recompense to the owner.' 


The court itself indicated some doubt concerning the exact issues 
in the Palmer (one of the trustees for the New Haven Railroad) case. 
In view of the fact that in the committee hearings both proponents 
and opponents of the various bills being considered quoted exten- 
sively from the court’s opinion, as befitted their particular position, 
it may be well here to set forth the court’s recital of the issues for these 
are inherent in both types of bills, those relating to penalty per diem 
and those relating to incentive per diem: 


At the hearing there was a difference of opinion among 
counsel as to the theory, and so as to the nature, of the 
Commission’s report and order, and thus some confusion as 
to the precise questions presented for our decision. Able 


1 Hearings before a subcommittee of the Committee on Inte'State and Foreign Commerce, House of 
Representatives, 86th Cong., Ist sess., July 8, 9, 10, 1959, p. 36. 
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counsel for the United States, in a careful and thorough brief, 
say: 

“The issue of reasonable remuneration for car ownership 
is not in issue in this proceeding. The issue simply is whether 
the Commission possessed the necessary authority to increase 
the per diem charge for the purpose of promoting greater 
efficiency in the use and su ™ of cars, and if so, whether 
such regulation was veameanill y exercised.”’ 

This is, in effect, an assertion that in prescribing the com- 
pensation payable to owners for the use of cars, the Commis- 
sion may add to reasonable remuneration for car ownership, 
solely for regulatory purposes, an amount which will tend to 
cause hiring railroads to return cars promptly. The direc- 
tor’s letter, the order of investigation, the definition of the 
issues by the presiding examiner, the testimony of Com- 
mission witnesses, the examiners’ report, and the conclusion 
of the Commission’s report were all upon that theory. The 
Commission itself said, in its report, ‘“We believe the statute 
contemplates that a per diem charge for the use of freight 
cars may be used as an instrument of regulation to control 
the prompt movement and return of cars.” 

At one point during the oral argument counsel for the 
Commission seemed to agree with the foregoing understand- 
ing of the issues. Later, however, he suggested that the 
order might be sustained as a prescription of reasonable 
remuneration for car ownership, and in his brief he con- 
tended that the amount fixed ($2) is not as high as the evi- 
dence would warrant if the value of the use of cars in times 
of car shortage is added to the costs of car ownership to 
get a reasonable compensation to the owner. Counsel for 
the railroads intervening as defendants, in support of the 
Commission’s order, argue flatly that “No penalty (punish- 
ment) per diem [is] involved” in the case and that the $2 per 
diem was designed to compensate the owning railroads in part 
a the loss of earnings suffered when its cars are on foreign 
ines. 

We think it perfectly clear that from first to last the Com- 
mission intended its order to rest upon its asserted power 
to fix compensation for the use of cars as a regulatory 
measure, solely for the purpose of increasing efficiency in the 
use of cars and at an amount wholly independent of the costs 
of car ownership, expenses of maintenance and operation, 
and a reasonable profit. We shall discuss that question first. 
We shall, however, consider the other contention, that the 
order can be sustained as a determination of reasonable re- 
muneration for car ownership. 


It is to meet these two issues that the Commission recommended 
its legislation, namely, H.R. 6469 and H.R. 6468. 

As to H.R. 6469 (and H.R. 5938 and H.R. 6138, identical bills) the 
Commission stated to the subcommittee: 


Enactment of any one of these three identical bills would 
overcome the effect of this decision by amending section 
1(15) of the Interstate Commerce Act so as to authorize the 
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Commission, during periods of car shortage or threatened car 
shortage, to ‘direct the assessment of special charges on one 
or more deficient carriers. ‘These charges, payable to the 
car owners, would be in addition to its per diem or other 
regular charges then in effect, and would be in such amount as 
in such amount as in the Commission’s opinion are reasonably 
calculated to relieve the shortage or threatened shortage 

by promoting the expeditious movement, distribution, inter- 
change, or return of such equipment, and by encouraging 
adequate ownership of freight cars by each carrier.? 


As to H.R. 6468, the Commission stated: 


This proposed amendment would thus authorize the 
Commission to fix per diem rates which give due regard to 
the necessity of providing an incentive to every railroad to 
procure and maintain a sufficient car supply at all times, a 
power which the court in Palmer v. United States, supra, held 
that it did not have under the present provisions of section 
1(14). Such a provision would be of substantial assistance to 
the Commission to alleviating freight car shortages by pro- 
viding it with a means of eliminating the owner’s loss, the 
user’s gain, and providing an incentive for Eesenanil car 
ownership. ‘The ultimate objective under either of the 
alternative annual report proposals is an overall increase 
in the total inventory of freight cars.* 


There may be some doubt whether in fact the court reversed the 
Commission on substantive grounds or on the procedural grounds that 
the Commission had made none of the findings to support its position. 
There also may be some doubt whether the court’s comments on 
compensation are opinion or dicta. It is clear, however, that since 
1947 the Commission has taken the position that it is bound by the 
court’s statement concerning the definition of “compensation,” 4 
that compensation does not apply to more than costs of ownership, 
and that the Commission lacks the authority to prescribe a per diem 
charge in excess of this. 


NEED FOR LEGISLATION 


The story as to freight car ownership can be easily grasped by 
reference to the following table which shows such owne rship by class I 
railroads for each year since 1941 and also sets out the annual number 


2 Ibid., p. 36. 

3 Ibid., pp. 36, 37. 

4In Palmer v. United States, the court said 

“In the first place, the Commission has repeatedly described the rental charge in the terms which we 
think correct. Forexample, it has said: ‘The per diem that complainant pays for car hire is merely equiva- 
lent to interest, depreciation, insurance, taxes, and other car-ownership costs which it would have to bear 
af it owned the cars used in interline traffic. ¢ And upon another occasion it said: ‘Since 1909 the per diem 
rate has been based on the average cost throughout the country of owning and maintaining freight-car 
equipment, and the rate has been changed from time to time on the basis of the ascertained average cost to 
members of the association as a whole.’ Aguin it said thi it the per diem ‘embraces cost of repairs, cost of 





taxes, cost of replacements, miscellaneous expenses, and 6 percent inte rest on the investment.’ « So far 
as we are informed, the Commission in decid ing reasonable per diem rates in specific cases, has always 
determined reasonableness by a consideration of the costs of car ownership, maintenance and operation.¢ 


In fact, it is agreed that the Commission has never heretofore in 30 years attempted to includ in the per 
diem charge any extra amount intended for a purely regulatory purpose.” 

® Virginia Blue Ridge Ry. v. S. Ry. Co., 96 1.C.C 591, 593 (1925 

> Marcellus & Otisco Co. v. N.Y.C. R.R. Co., 104 1.C iy 389, 390 (1925). 

e mee for Ce ‘ar-Hire Settleme? rs 160 I.C.C. 369, 378 (193: 

4 See, e.g., Hobken Mfrs. R. Co. v. Abilene & S. Ry. Ci »., 348 1.C.C. 109 (1941); Rules for Car Hire Settle 
ment, 202 LOC. 85 (1945). 
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of revenue carloadings and revenue ton-miles. The total fleet of 
freight cars consists of some 200,000 more cars than shown in the table, 
which are owned by smaller railroads, private car lines, and shippers. 


Class I railroads 




















Freight Revenue Revenue Freight Revenue Revenue 

Year car own- earload- ton-miles Year car own- carload- ton-miles 

ership at ings (in (millions) ership at ings (in (millions) 

end of year | thousands) end of year | thousands) 
| 
} 
eee 1, 693, 978 | 42, 352 75, 072 Desectented 1, 751, 731 , 983 646, 620 
Wi nnncccyadl tees | 42,771 637, 984 inns Gemsnad 1, 756, 700 | 37, 985 614, 754 
ccc tad | 1,750, 279 42, 440 727, 075 1953.......... 1, 776, 017 38, 216 | 605, 813 
1944.... -| 1,764, 109 | 43, 408 737, 246 en ini 1, 735, 553 33, 915 549, 259 
itccuninean 1, 759, 662 41, 918 681, 001 SS | 1, 604, 097 37, 636 623, 615 
1946.....- 1, 739, 930 | 41, 3Al 591, 982 Dinicbeoce 1, 707, 683 37, 845 | 647,077 
i ecudeade | 1, 731, 231 | 44, 502 654, 728 Bedcccectol 1, 746, 684 35, 500 | 618, 194 
1048..........| 1,754,840 | 42,719 637, 917 re 1, 725, 723 30, 226 | 551, 667 
i cantilveat | 1,749, 736 | 35, 911 526, 500 1959_. -| 1,677, 965 30, 991 | 575, 439 
gna | 1,717,659 38, 903 588, 578 


It will be seen that ownership today is little different from that of 
20 years ago; in fact, somewhat less. Furthermore, the total owner- 
ship needs to be modified by the number of unserviceable or bad-order 
cars which, during the early 1940’s, was as low as 3 percent, whereas, 
as of August 1, 1960, it had reached 8.6 percent. In other words, 
the number of serviceable cars owned by class I railroads August 1, 
1960, was 1,528,842 compared with 1,562,477 as of the year before. 

In the past the Association of American Railroads has taken the 
position that the total freight car ownership should be increased. 

Member lines of the association, at their annual meeting in New 
York on November 21, 1952: 


reaffirmed their program calling for a freight car ownership 
by class I railroads of 1,850,000 cars. Realization of this 
goal, originally adopted on July 28, 1950, has been delayed 
because of inability to obtain Government allocations of 
sufficient supplies of materials. A resolution adopted at the 
November meeting pledged individual railroads to support 
such a program of car building as will attain the goal of 
1,850,000 cars by December 31, 1954, the earliest possible 
date under current and prospective conditions of materials 
supply. 

Based on an assumed retirement of 5,000 cars per month, 
projection of the freight car program from October 1, 1952, 


may be summarized as follows: 
Freight cars 


Es et RII i chk are Cnc vehi ene eatin 1, 850, 000 
CDaT UTI OO EIR. 13 DIN sii ain kd owinn Gina OO Oe 1, 756, 544 
pre ee on enon neeoeem 93, 456 


It was pointed out at the association’s meeting that to 
realize the goal, construction of approximately 228,456 
freight cars in the 27-month period from October 1, 1952, to 
December 31, 1954, would be required, of which 135,000 
would replace equipment retired, while the remaining 93,456 
would close the gap between current ownership and the 
goal of 1,850,000 cars.° 


§“A Review ot Railway Operations in 1952,” Association of American Railroads, pp. 34-35. 
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The Interstate Commerce Commission takes the position that the 
total freight carrying fleet is inadequate. During the hearings, in 
response to a question, Commissioner Tuggle stated that in the Com- 
mission’s opinion a shortage exists: 


Mr. Sprinecer. Could you give us a reasonable estimate of 
what you consider the shortage to be? 

Mr: Tuaeie. This is not a scientific opinion, but one that 
has been discussed—upwards of 200,000 cars. 

Mr. Sprincer. More than you have at the present time? 

Mr. Tvae.e. Than the fleet at the present time. 

Mr. Sprincer. Which is now approximately 1,775,000 
cars? 

Mr. Tuae.e. That is correct. 

Mr. Sprincer. What you actually need, then, is very 
close to 2 million cars? 

Mr. TuGce.e. That would not be excessive. 

Mr. Sprincer. Two million would not be excessive? 

Mr. Tuaauie. That is right. 

Let me inter pols ite this, C ongressman: If every car could 
be where it is needed at the time it is needed, the fleet prob- 
ably would be adequate with a smaller number, but due to 
the fact that we have vast distances in this country, there 
may be a surplus in one part of the country and a deficiency 
in another in the same type of car. 

The practicalities require that there should be some more 
ears than theoretically would be needed to supply the need. 

Mr. Sprincer. Now, my third question is this: If you had 
one of these bills, the penalty or incentive bill, or combina- 
tion of both, that you believed to be adequate, what do you 
estimate then the number of cars that should be available in 
this country for use? Still 2 million? 

Mr. Tuaate. Roughly. 

Mr. Springer. Then you are assuming that with this 2 
million, or 1,950,000, whichever it is—that in addition to 
having that to do this job right, you need this legislation; am 
I correct? 

Mr. Tvuaete. It seems evident we cannot approach an 
adequate level of car supply under present conditions and 
under our authority as it exists now. 

In fact, we are losing ground in the car supply. 

Mr. SPRINGER. Therefo ore, a fair statement would be that 
even with the present supply, if managed efficiently, there 
are not enough? 

Mr. Tuaeue. That is correct.® 


Witness Eldon Martin, speaking for the western railroads, testified: 


The problem, as this committee knows, is serious, recur- 
ring, and vital to our economy and our national defense. 
Each member of this committee undoubtedly has heard fran- 
tic pleas from his constituents when a factory, grain elevator, 
or industrial plant was shut down or its operation seriously 
disrupted for lack of freight cars.’ 


ree ie Interstate and Foreign Commerce Committee, July 8, 9, and 10, 1959, pp. 39-40. 
id., p. 1 
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Witness James Symes also spoke as to the adequacy of the national 
supply as follows: 


While I am convinced that there is no immediate freight 
car problem of a serious nature, I do not want to leave you 
with the thought that there is no real problem in this area. 
The fact of the matter is that the railroads should be acquir- 
ing during the next 10 years on the average from two to three 
times as much equipment as they have installed in the last 
10 years. I am convinced that the needs of our growing 
economy and the more critical requirements of national de- 
fense will not be met unless our industry can begin a greatly 
accelerated equipment program within the near future.* 


The proponents of the bills argue that while the basic problem is 
that of the overall ownership of freight cars being inadequate, there 
are serious auxiliary problems arising out of more efficient and more 
equitable ownership and distribution of cars now in service. The 
proponents in brief contend that certain railroads have an adequate 
supply of freight cars but owing to the fact that such cars necessarily, 
through interchange, leave the rails of the owning carriers, these 
carriers are unable to take care of the needs of their patrons. They 
contend that this is inequitable. 

Mr. Eldon Martin, vice president and general counsel of the Bur- 
lington Lines, speaking for the bills on behalf of 14 car-owning rail- 
roads ° said: 


The basic reasons for our depleted inventory of freight 


cars, and the inefficiency and inequity which go with it, are 
not difficult to state or understand. They rest upon the 
sound and simple principle that one who must use a particular 
article in his business will either own it, or rent it from 
others, is the light of his own selfish interests. Other 
factors being equal, he will rent, rather than own, if the 
rented article will serve his purpose and cost him less in the 
long run. This is particularly true if the article comes 
into his possession fortuitously, without effort or negotia- 
tion, and he is lawfully permitted to use it by payment of a 
rental which he knows is far below its value to him or to the 
owner. ‘This is true whether the article is an apartment, an 
automobile, or a freight car. As I shall demonstrate in 
due course, this obvious principle explains the existence of 
our depleted inventory of freight cars, as well as the misuse 
and maldistribution of those now in service 
Per diem charges are too low to reflect the value of such 
cars to their owners, especially during car shortages. The 
present per diem charges of $2.75 per car per day do not 
cover the full current costs of ownership, such as deprecia- 
tion, interest, taxes, repairs, et cetera, to say nothing of 
profit, and are far below the amount which a car owner 
could earn daily by the use of the car on his own railroad 
when a shortage exists. 
§ Ibid., p. 86. 
* The Atchison, Topeka & Santa Fe Ry. Co., The Chesapeake & Ohio Ry. Co., Chicago, Burlington 
& Quincy RR. Co., The Colorado & Southern Ry. Co., The Denver & Rio Grande Western RR, Co., 
Fort Worth & Denver Ry. Co., Great Northern Ry. Co., Gulf, Mobile & Ohio RR. Co., Illinois Central 


RR. Co., Louisville & Nashville RR. Co., The Minneapolis & St. Louis Ry. Co., Northern Pacific Ry. 
Co., Western Maryland Ry. Co., and The Western Pacific RR. Co 
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To us, this seems most unjust, on grounds of common 
fairness, but from the standpoint of the national interest 
this theory is fraught with dangers which transcend injustice 
to a particular railroad. This is so because the policy 
referred to actually discourages the construction of new 
freight cars and places a premium upon inadequate car 
ownership. Concurrently, it creates serious problems for 
those railroads which own and maintain enough cars to 
perform their share of national transportation requirements 
and for the important shippers which they serve.” 


Mr. D. A. Baumgartner, general superintendent of transportation 
of the Santa Fe Railroad outlined the situation on his system as 
follows: 


The Santa Fe has experienced serious boxcar shortages in 
past years and is concerned about the future, unless there is 
a substantial increase in the national boxcar ownership. 
Shortages on the Santa Fe have occurred despite the fact 
that its ownership of boxcars is, and has been, sufficient to 
take care of the needs of its patrons. On January 1, 1948, 
the Santa Fe ownership of box and covered hoppers amounted 
to 34,793 cars. On January 1, 1959, the ownership was 
43,436, or an increase of 25 percent. Weight-carrying 
capacity increased 33 percent. The covered hopper car is 
increasing in popularity, and is utilized to transport many 
bulk commodities that formerly moved in boxcars. Also, 
the Santa Fe has increased its ownership of open-top cars 
to keep pace with requirements. On January 1, 1948, the 
Santa Fe owned 16,388 gondola, open hopper, and flatcars; 
and on January 1, 1959, its ownership was 20,159 cars, or 
an increase of 23 percent. The weight-carrying capacity 
increased 47 percent." 

Witnesses Martin and Baumgartner testified that every railroad 


should own a number of cars according to a so-called use formula. 
Mr. Baumgartner said: 







The use formula can be described as one which would 
require each line to own sufficient freight cars to transport 
on its line only, all freight traffic offered to it, regardless of 
whether the traffic originates on its line or is received from 
connections. !” 











In summary, the supporters of the legislation propose that the 
inequitable distribution of cars be corrected and the national freight 
car supply be increased by providing through the use of the per diem 
rate an incentive for the construction and ownership of freight cars. 
Mr. Martin briefly outlined this proposal as follows: 


Just so long as it is cheaper to rent a car than it is to own 
one—and that is the situation today—underbuilding will be 
the policy of strategically situated railroads, and construction 
will be held to minimum requirements. Conversely, how- 
ever, if per diem charges were increased so as to make 

*Thbid., pp. 110-111. 


U Thid., p. 116 
“Ibid, p. 117. 
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ownership more attractive than rental, the national car 
supply would automatically increase because the improvi- 
dent lines, which now use cars owned by others, would be 
compelled, in their own selfish interest, to own more cars. 

It is our considered judgment that adequate per diem 
charges would do more than any other single factor to pro- 
duce an adequate supply of freight cars in this country and 
concurrently stimulate the expeditious movement of cars 
now in service. 

Per diem charges are now generally fixed by national 
agreement between the railroads. That practice should be 
encouraged, but if adequate charges cannot be thus estab- 
lished the Commission should be empowered to act, and 
Congress should prescribe standards which will insure an 
adequate national car supply. This can be done by the 
simple, self-executing method of making car ownership more 
attractive. 

Now, however, we have a form of involuntary leasing and 
rent control which discourages car ownership, places a penalty 
upon those railroads which buy or build new cars, and, con- 
versely, encourages those which can do so to appropriate and 
use the cars of others instead of making a fair contribution 
to the national inventory of such equipment. 

The explanation for our constantly recurring car shortages 
is as simple as that—and the cure or solution is just as 
obvious. 

The solution is to encourage the establishment and main- 
tenance of per diem charges at a figure which will make it 
more attractive to an individual railroad to buy and own 
cars rather than rely upon its ability to use the cars of some 
other railroad received in interchange." 


James M. Symes, speaking for a number of railroads" opposing 
the bills took issue with the above stated formula covering car owner- 
ship and set forth his formula as follows 


Before I get into detailed discussion to show why what I 
I say is true, I want to give you my idea of a sound formula 
for freight car ownership. 

Each railroad should own a sufficient number of freight 
cars by various types to protect the loadings it originates, 
taking into account foreign cars that are available for use in 
the strict observance of car service rules, to which practically 
all railroads are bound by agreement. 

In this latter connection, I have in mind rule 1 of the code 
of car service rules which provides that home cars shall not be 
used for the movement of traffic beyond the limits of the 
home road when the use of other suitable cars is practicable. 
Additionally, each railroad ownership should be sufficient 
to protect the short line railroads dependent upon it for car 
supply. 

8 Ibid, p. 111. 

4 The Ann Arbor RR. Co.; the Baltimore & Ohio RR. Co.; the Central RR. Co. of New Jersey; the 
Delaware & Hudson RR. Corp.; the Delaware, Lackawanna & Western RR. Co.; De troit, Toledo & Ironton 
RR. Co.; Erie RR. Co. : Lehigh & New England RR. Co.; Lehigh Valley RR. ‘Co.: - the Long Island RR. 
Co.; Missouri Pacific; the New York Central RR. Co.; the New York, Chicago & St. Louis RR. Co.; 
Norfolk & Western Ry. Co.; Pennsylvania-Reading Seashore Lines; the Pittsburgh & Lake Erie RR. Co.: 


Reading Co.; Seaboard Air Line RR. Co.; Southern Pacific Co.; Texas & New Orleans RR. Co.; Union 
Pacific RR.; and Wabash RR. Co, 
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The per diem rate should cover the full cost of ownership, 
plus a reasonable profit—no more, or no less. 
The ability of the present per diem rate to meet this test 
is obviously not the question here, for the bills propose some- 
thing to be added to the rate, not to reflect ownership costs, 
but as a device designed to accomplish a regulatory pur- 
pose.'° 
Opponents to the enactment of the per diem bills contend that 
rather than creating an equitable car ownership situation, the bills 
would create a situation which would be inequitable. In brief, they 
contend that the bills do not take into account a large number of cars 
delivered to terminating railroads; that under the car service rules 
these cars must be loaded homeward before the terminating railroad 
can load its own cars; that the terminating railroads must grant a 
substantial amount of free time for unloading; such as 5 days at lake 
ports and 7 days at tidewater ports for coal; 12 days at Atlantic 
seaboard ports for grain with an additional 3 days for inspection, and 
7 days free time for general cargo for export," that it is the originating 
carrier which, owing to the divisions of the through rate, makes 
more money than the terminating carrier;” that higher per diem 
rate would increase empty car ha i 8 and that per diem rates in 
any case were not conducive to increasing car ownership. Mr. Symes 
summarized this as follows: 


Admittedly, car shortages cause misuse of equipment, and 
undoubtedly certain railroads with an adequate ownership for 
their shipper requirements are deprived of the use of cars they 
own. 

Regardless of this unsatisfactory situation, we should not 
fool ourselves into thinking that incentive for car ownership 
should or would come from an unduly high per diem rate, 
either through a penalty charge as proposed in H.R. 5938, 
6138, and 6469, or through the so-called elements of com- 
pensation proposed in the other bills to which reference 
has been made. 

The only sound incentive for an adequate freight car 
ownership on the part of individual railro — is protection of 
customer requirements, attraction of new industry for future 


18 Tbid, pp. 80, 81. 

16“*'T'5 assess upon the terminating line a charge in excess of the fair ownership cost of these cars would 
be to unjustly charge the terminal line a penalty for conditions which are essentially beyond its control, 
and are due to the fact that the origin line has given it a shipment which is subject to detention and delay 
despite the most diligent efforts of the terminating carrier. 

“In such a situation it is not the terminating line’s fleet which is inadequate if the origin line hasa shortage 
while cars are backed up at the port awaiting ships. It is the origin line which has insufficient cars to take 
care of the transportation needs of its shippers, and this is true irrespective of whether or not the origin 
line shows an annual credit in its per diem account’’ (James M. Symes, hearings, pp. 83-84). 

17 Patrick M. McGinnis, hearings, p. 137: 

“Now understand, gentlemen, I never asked the Burlington to send me a boxcar, nor the Sante Fe, 
Never. Why does he send a boxear to New England? 

‘*Because he is making money onit. He is getting the big bite. He is the originating carrier. 

“‘T am only the terminating carrier getting a little bit of a bite. He never sends me a boxcar unless he 
is making money on it, and he is making the original rate. 

**So when he looks down his nose, ‘deficiency carrier,’ what is he talking about?”’ 

18 James M. Symes, hearings, pp. 85-86: 

“The fundamental objection to a per diem rate in excess of the true cost of ownership is that it would 
add substantially to transportation costs because of increasing empty-car mileage. The so-called per diem 
urge—and the per diem urge is a common term in railroad language, to get rid of that car before midnight— 

he so-called per diem urge would cause railroads to send foreign cars home in order to save per diem pay- 
ments, and at the same time send their own cars off line to earn per diem. This practice would definitely 
increase empty-car mileage and add to any existing car shortage. The best way to obtain maximum use 
of freight cars is to increase loaded-car mileage and reduce empty-car mileage.”’ 
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growth, and prevention of other modes of transport obtaining 
their business because of car shortages. 

In short, the incentives have to ‘do with revenues from 
traffic handled and not from an artificial per diem rate.’ 


Mr. Harry J. Breithaupt, appearing for the Association of American 
Railroads stated that in view of the division of opinion within the 
members of the association, the association took no position as to the 
bills other than that, since the association had created a committee 
consisting of two members from each of the three geographical regions 
to bring in a recommended solution for the problem of ac hieving an 
adequate car supply for the industry and to consider a per diem Tate 
in its relation thereto, this committee defer action on the proposed 
legislation until the association committee completed its study. 

The committee is much impressed with the testimony on the 
pending bills. It is evident that the problem of per diem is a knotty 
one, presents many ramifications and is not easy of solution. It is 
apparent, however, that car shortages have existed and continue to 
occur and it seems that very little of lasting significance has been 
accomplished to eliminate them. So far the committee is unaware 
that anything has resulted from the deliberations of the committee of 
six of the Association of American Railroads which was created many 
months ago to deal with this matter. The committee believes that 
something should be done. 

Accordingly, the committee is here reporting H.R. 7937 which would 
give the Commission authority to consider the various elements both 
of cost of ownership and of use of freight cars which might enter into 
a termination of per diem rate. We feel that it is only appropriate 
at this time to give the Commission the power, which it says it lacks, 
to fix per diem on a basis other than strict cost of ownership and 
maintenance if the Commission determines that the setting of the 
rate on other than this basis would be conducive to the enlargement 
of the freight car supply.” Certainly someone should be trying to 
solve this situation and if the railroads cannot or will not do so perhaps 
the Commission can. 


‘9 Hearings, p. 82. 

2 Mr. W. J. Hickey, vice president and general counsel, American Short I sine Railroad Association, 
testified that the Commission already possessed adequate authority to require additions to the freight car 
fieet, though not by using the per diem rate for this purpose 

“‘The other point that I would like to urge is in support of that point of not using the per diem rate in 
this fashion; that, in my opinion, the Commission now has all the authority that these bills would give it 
except the right to use the per diem rate as a means of enriching car owners by penalties. 

‘“‘Now, that may apparently conflict with statements that are attributed to the Commission and its 
witnesses, but in my view what the Commission has said is that they do not have the power under existing 
statutes to use the per diem rate for this regulatory purpose, and I agree with them, but they have all the 
necessary power to accomplish the same results that we are all seeking. 


‘“‘T might read you something, if I may, for the moment, to attempt to suppo t that statement. 
‘“‘The Commission asked that it be given definite and specific authority to pre scribe for all carriers by 
rail, subject to the act, rules, and regulations eowerning interchange of cars, return of cars to tl ie owning 


road, the conditions and circumstances under which such cars may be loaded on foreign roads, and the 
compensation which carriers shall pay to each other for the use of each other’s cars 


‘‘The carriers should be required to publish, post, and file with the Commission under the provisions 
of sec. 6 of the act such rules and regulations prescribed by the Demmianion, und should be held to an 
observance of these rules and regulations just as they are held to an observation of their lawfully published, 
posted, and filed rates. 

“The source of that statement is the 1916 annual report of the Commission. 

“In 1917 the Commission was given that exact authority. That is commonly referred to as the Esch 


Car Service Act. 

“I would like to refer you to paragraphs 10 through 17 of sec. 1 of the Interstate Commerce Act as authority 
for the statement that I now make that the Commission has complete authority to accomplish the desired 
results except through use of the per diem rate. As [ again urge, it not be used as the vehicle. 

7. * . * 7 * . 

“Now, the Commission has all necessary authority to cause the efficient movement of cars and to require 
additions to the car fleet. Why is it necessary to approve this legislation?” (Hearing, pp. 152-153.) 
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In reporting H.R. 7937 the committee is mindful of the fact that it 
is one of seven identical bills heard by it and has the same objective as 
H.R. 6468, the bill proposed by the Commission. The difference is, 
as expressed by witness Martin,” that while both the Commission bill, 
H.R. 6468, and the bill being reported, H.R. 7937, are “incentive” 
bills, H.R. 6468 would require the Commission to include as a factor 
the value of the loss of use to the owner in its determination of a 
reasonable per diem charge, whereas H.R. 7937 merely required the 
Commission to consider that factor along at others. 

In its consideration of the 11 bills, the subcommittee reached the 
conclusion that primary attention should be given to those having to 
do with poviding an incentive for the increasing of the total freight car 
supply, rather than those for the alleviation of temporary shortages. 
Little support was given in the hearings to the amendment of section 

1(15) having to do with per diem as a means of expediting freight 
car movement and distribution during temporary shortages, apparently 
on the grounds that (1) in such times high penalty rates of themselves 
would be no deterrent to use of a car by a nonowning railroad or 
substitute for the direct orders of the Commission governing dis- 
tribution, and (2) increase in the total freight car supply to preclude 
such temporary shortages was preferable to distribution of the short- 
ages. 

The committee, accordingly, urges the passage of H.R. 7937, the 
bill here being reported. 


REPORTS OF AGENCIES 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BupGet, 
Washington, D.C., July 8, 1959 
Hon. Oren Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, House Office Building, 
Washington, D.C. 

My Dear Mr. Cuatrman: This is in reply to your letters of March 
30, April 21, April 27, and June 26, 1959, requesting reports on H.R. 
5938, H.R. 6468, H.R. 6469, H.R. 6551, and H.R. 7925, bills relating 
to the compensation paid by railroads for the use of freight éars 
owned by other lines. 

H.R. 5938 and H.R. 6469 both would authorize the Commission, 
when a freight car shortage emergency exists or is threatened, to 
impose on individual railroads such additional car use charges as 
would relieve the shortage by encouraging adequate car ownership 
tnd promoting expeditious car movement. It would appear that 


2! Hearings, p. 105 


“Mr. SPRINGER. The chief line of questioning on the incentive per diem bills, H.R. 6468 and the others, 
would s$ m to be that of developing just how the Commission can determine what may be the value of the 
car to the owner. 

“Now it would seem relatively simple to determine compensation for the use ofa car based upon carry- 


ing charges for the car, but these bills romsher onde re uit ire ponneide ition of the value of the use to the owner. 
Thus, while per diem is $2.75 and the carrying cost of a $9,000 car might be around this or ip to $3.50 per day, 
the average tovenite th 1958 w as some $21 per day percar. This is an average for all loaded cars. 

“Now my question: Is the Commission to take into account the type of commodity carried and the reve- 
nue received? 

“Mr. MarTIN. Yes, I think it would give consideration to those facts. But I would point out that per- 
haps H.R. 6468 requires the Commission to do that, but the bills I favor, the seven incentive bills, including 
the Rogers-A very bills, do not require them to. They simply say that they may consider that factor along 
with others. 

“Mr. SpriIncER. If they believe that is necessary to do this particular iob?”’ 
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attempts to encourage freight car ownership would be more effective 
if not restricted to periods of emergency. 

H.R. 6468, H.R. 6551, and H.R. 7925 are similar in that they 
would require the Interstate Commerce Commission, in setting the 
compensation for car use, to establish rates at a level which would 
encourage the acquisition and maintenance of an adequate supply of 
freight cars. They also would specify factors to be considered in 
setting such rates. Since the Interstate Commerce Commission 
states it does not have the authority to set freight car use charges at 
a level which would provide an incentive for car ownership, the 
Bureau of the Budget favors legislation which would specify that it 
does have the authority. We defer to the Commission as to whether 
the provisions of H.R. 6468 or of H.R. 6551 and H.R. 7925 are better 
designed to accomplish the purpose of the bills. 

Sincerely yours, 
Puiturre S. Huaues, 
Assistant Director for Legislative Reference. 


Tue SECRETARY OF COMMERCE, 
Washington, D.C., July 16, 1959. 
Hon. Oren Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D.C. 

Dear Mr. CuHartrMan: This is in reply to your letters of April 27, 
1959, and June 26, 1959, requesting the views of this Department with 
respect to H.R. 6551 and H.R. 7925, bills to amend section 1(14) (a) 
of the Interstate Commerce Act to insure the adequacy of the national 
railroad freight car supply, and for other purposes. 

The subject bills would add a new sentence to section 1(14) (a) 
requiring the Interstate Commerce Commission, in fixing the com- 
pensation to be paid for the use of freight cars, to give consideration 
to the level of freight car ownership and to other factors affecting the 
adequacy of the national freight car supply. The Commission would 
be required, on the basis of such consideration, to determine whether 
compensation should be computed on the basis of elements of owner- 
ship expense, the value of use, or upon a combination of bases as in 
its judgment would provide just and reasonable compensation to 
freight car owners, contribute to sound car service practices, and 
encourage the acquisition and maintenance of a car supply adequate 
to meet the needs of commerce and the national defense. 

This Department would favor any reasonable legislation which 
would accelerate building of a freight car fleet adequate to meet the 
needs of our commerce and national defense. It is possible that cur- 
rent per diem charges are not adequate to provide an incentive for the 
acquisition or construction of additional new freight cars. However, 
the level of such charges would seem to be only one of the factors 
responsible for the freight car shortage. An even more important 
factor is the fact that the railroad industry as a whole has not had 
sufficient earnings or adequate credit to acquire a proper number of 
new cars or adequately repair the old ones. The failure to realize 
sufficient earnings has resulted in part from regulatory standards which 
have handicapped the carriers in attracting and holding additional 
traffic. It is apparent, therefore, that the freight car shortage is part 
of the general railroad problem, and that its solution is dependent to a 
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great extent upon the putting into effect of measures which will 
enable therailroads to compete more effectively for traffic and revenues. 

Insofar as the more expeditious use of freight cars is concerned, the 
Commission would appear to have adequate authority in this respect. 
Under section 1(14)(a) of the act, the Commission is authorized to 
establish reasonable rules, regulations and practices with respect to 
car service, including the compensation to be paid for the use of 
cars and the penalties or other sanction for nonobservance of such 
rules, regulations, or practices. Furthermore, the Commission has 
authority under section 1(21) of the act to require a carrier to provide 
itself ““* * * with safe and adequate facilities for performing as a 
common carrier its car service * * *.”’ Also, the Commission has 
almost dictatorial authority under section 1(15) of the act to order 
freight cars from foreign roads to owning roads and penalize violations 
of such orders. 

In this connection, it is our understanding that a committee of 
railroad executives has been appointed to conduct a comprehensive 
study as to the best method of insuring an adequate freight car 
supply and the establishment of a proper per diem charge in connec- 
tion therewith. We understand that this study will be ‘comple ‘ted in 
the near future. Furthermore, this Department is engaged in a 
transportation study, at the request of the President, which will bear 
on this critical problem. 

This Department has misgivings as to whether enactment of H.R. 
6551 and H.R. 7925 would provide + a solution to the frieght car prob- 
lem, and believes that opportunity should be given for completion of 
the studies relating to this problem. 

The Bureau of the Budget has advised that it would interpose no 
objection to the submission of this report to the committee. 

Sincerely yours, 
Freperick H. MuE.ter, 
Acting Secretary of Commerce. 


DEPARTMENT OF THE ARMY, 
Washington, D.C., July 10, 1959. 

Hon. Oren Harris, 

Chairman, Committee on Interstate and Foreign Commerce, 

House of Representatives. 

Dear Mr. Cuarrman: Reference is made to your request to the 
Secretary of Defense for the views of the Department of Defense with 
respect to H.R. 6468, 86th Congress, a bill to amend section 1(14) (a) 
of the Interstate Commerce Act, to provide an incentive for construc- 
tion and maintenance of an adequate national supply of freight cars. 
The Secretary of Defense has delegated to the Department of the Army 
the responsibility for expressing the views of the Department of 
Defense thereon. 

The stated purpose of H.R. 6468, 86th Congress, is to provide an 
incentive for construction and maintenance of an adequate national 
supply of freight cars. This objective is to be accomplished by an 
amendment of section 1(14)(a) of the Interstate Commerce Act 
which would authorize the Interstate Commerce Commission to estab- 
lish reasonable maximum compensation on railroad vehicles held 
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under per diem conditions. As one criterion in setting the amount o} 
compensation, the Commission would be required to include the 
factor of earning power or value of the use of such vehicles to the 
owners. 

The Department of Defense is vitally interested in there being an 
adequate railroad freight car supply in the United States. It appears 
that enactment of H.R. 6468 may contribute in some measure toward 
improving the freight car supply situation in the United States in the 
future. Although it is believed that under the Interstate Commerce 
Act as presently written, the Commission could utilize the criteria 
set forth in the bill, nevertheless, it would be advantageous if the 
Interstate Commerce Act were amended to be more specific and 
mandatory on this point. Accordingly, the Department of the Army 
on behalf of the Department of Defense recommends enactment of 
H.R. 6468. 

The fiscal effect of this bill cannot be estimated. 

This report has been coordinated among the Departments in the 
Department of Defense in accordance with procedures prescribed by 
the Secretary of Defense. 

The Bureau of the Budget advises that there is no objection to the 
su>mission of this report. 

Sincerely yours, 
(Signed) Witper M. Brucker, 
Secretary of the Army. 


INTERSTATE COMMERCE COMMISSION, 
OFFICE OF THE CHAIRMAN, 
Washington, D.C., July 7, 1959. 
Hon. Oren Harris, 
Chairman, Committee on Interstate and Fore ign Commerce, 
House of Representatives, Washington, D.C. 

Dear CuatrMan Harris: Your letter of April 27, 1959, requesting 
a report and comments on a bill, H.R. 6551 (identical to H.R. 7937), 
introduced by Congressman Anderson of Montana, to amend section 
1(14)(a) of the Interstate Commerce Act to insure the adequacy of 
the national railroad freight car supply, and for other purposes, has 
been referred to our committee on legislation. After consideration 
by that committee I am authorized to submit the following comments 
in its behalf: 

Section 1(14)(a) of the Interstate Commerce Act, which H.R. 6551 
would amend, sit eeetces the Commission, after hearing, on complaint 
or upon its own initiative, to prescribe reasonable rules, regulations, 
and practices respecting railros id car service, ine ‘luding the compensa- 
tion to be paid for the use of anv locomotive, car, or other vehicle 
not owned by the carrier using it. H.R. 6551 would amend this 
section by adding at the end thereof a new sentence providing that 
in fixing the compensation for the use of freight cars the Commission 
shall give consideration to the level of freight car ownership and to 
other factors affecting the adequacy of the national freight car supply. 
It would also give the Commission the alternative of computing such 
compensation (or per diem charge) on the basis of elements of owner- 
ship expense involved in owning and maintaining freight cars, including 
a fair return on value, or of computing such compensation on the 
basis of elements reflecting the value of use of freight cars, or upon 





RELATING TO NATIONAL RAILROAD FREIGHT CAR SUPPLY 17 


such other basis or combinations of bases as in the Commission’s 
judgment will provide just and reasonable compensation to freight 
car owners, contribute to sound car service practices, and encourage 
the acquisition and maintenance of a car supply adequate to meet 
the needs of commerce and the national defense. 

The freight car supply situation has been a serious problem in the 
United States for a number of years, and is a matter over which the 
Commission has expressed its concern through correspondence and 
conferences with carrier representatives and in its annual reports to 
the Congress. Specific legislative proposals designed to relieve the 
situation have been made in the Commission’s annual reports since 
1955, the most recent being legislative recommendation No. 1 in the 
72d annual report which reads as follows: 

‘“‘We recommend (a) that section 1(15) be amended so as to authorize 
the Commission to direct the assessment of penalty per diem charges 
as an aid in alleviating shortages of railroad freight cars during periods 
of emergency or threatened emergency, or (b) that section 1(14) be 
amended so as to authorize the Commission to include as a factor in 
determining the amount of per diem charge, the earning power or 
value of the use of the vehicle lost to the owner when used or appro- 
priated by others.” 

Bills designed to implement this recommendation were introduced 
in the House of Representatives as H.R. 6468 and H.R. 6469, and in 
the Senate as S. 1811 and S. 1812, a bill, H.R. 5938, which is identical 
to H.R. 6469 was also introduced in the House. 

The Commission considers it imperative that ownership of such 
equipment be increased and maintained at a level which will meet 
the needs of the shipping public during normal times and provide a 
reasonably adequate supply during periods of emergency. The 
ownership of such equipment is, in fact, now less than it was during 
World War II despite the generally expanding economy of the country. 
As a result, critical shortages occur in almost every year during periods 
of peak loadings. Studies made as far back as 1950 indicated that a 
total of 1,935,500 freight cars would be required by 1956 to meet the 
anticipated needs of shippers. However, with an ownership of only 
1,774,616 cars on January 1, 1956 (including railroad owned or con- 
trolled refrigerator cars), w idespread shortages occurred during that 
year. As of January 1, 1958, such freight car ownership and control 
of class I railroads totaled 1,824,603 cars, and by June 1, 1959, such 
ownership and control had declined to 1,776,684 cars. The following 
table indicates the trend in such ownership and control, and in cars 
ordered, retired, and installed during the past 10 years: 





| 
Freight car | Freight cars | Freight cars | New freight 





Year | ownership | ordered | retired cars 

| (as of Jan. 1) installed 
Edie tenahakcnnnncnil anne oaiy ids diteedgaiiewts 1, 838, 689 6, 223 90, 348 84, 669 
aE, Dicer dba emnieni ain a badtaibiinteegall | 1, 833, 010 | 155, 732 76, 179 | 42, 067 
I ieictntad 4: chines emsicuataaamiani hich nic ta nnictetions iictateeh end tabesion | 1, 798, 898 | 92, 231 53, 028 | 87, 727 
edu ctuudbantbddicasnsdbetteeuncinetcaaine | 1, 833, 597 | 34, 369 62, 240 | 67, 420 
ih cs atin i iliasTa it oat ti eendinalin biennale inane wiipiliiateidaaate 1, 838, 777 33, 565 50, 123 69, 394 
Pink akwns wen utndedesthbak on euedeekeeteeanen | 1, 858, 048 | 21, 976 | 71, 858 | 30, 562 
ica dénas mun Jjuunsethadidivinbektechnnann } 1, 816, 752 | 166, 603 | 73, 491 | 37, 509 
ll isistedidlbinitieestenii nai naaneheidibeemmel 1, 774, 616 | 41, 794 49, 853 61, 615 
Pike a abdrcubtceuk shntehndduhsineaneeteh outed 1, 786, 376 | 46, 063 54, 363 | 92, 590 
Be Atdintibinns depeddiedeiin tne Sienatiibanonmnntion 1, $24, 603 | 17, 538 65, 005 41,172 
Fe tein cnukkctadaruke sdnckssandibavkontessendgen 1, 800, 770 | 1 25, 597 | 1 39, 208 115, 122 
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15 months. 
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While the excess of replacements (cars delivered) over retirements 
amounted to 44,927 cars in 1957, in 1958 retirements exceeded such 
replacements by 23,050 cars, and during the first 5 months of 1959 
retirements have exceeded replacements i 24,086 cars. 

Since the early part of January and continuing through June of 
this year, car shortages have been experienced. During the first part 
of this period these shortages were restricted to the very high grade 
boxcars and the so-called special type boxcars such as insulated, 
damage-free, wide-door and all types of 50-foot cars. While these 
shortages were not restricted to any particular section of the country, 
they were somewhat more acute, early in the year, in the northwest 
area due to the type of lading originating there. 

However, with the step-up in industrial production during the 
second quarter of this vear and revenue freight carloading increasing 
12.9 percent for the 26 weeks ended June 27, 1959, over the same 
period of 1958, serious shortages of box, gondola, and hopper cars 
have been reported. During the 4-week period ended June 27, 1959, 
there was an average daily shortage of 1,721 boxcars, 491 gondola 
cars, 1,334 hopper cars, 363 covered hopper cars, and 175 flatears. 

Besides inadequate car ownership, one of the greatest contributing 
factors to this unhealthy situation has been the failure of some car- 
riers to utilize the existing fleet of equipment efficiently. During 
periods of critical shortages the Commission has resorted to every 
means at its command to cope with the problem. Insofar as shippers 
and receivers are concerned greatly stepped-up demurrage charges 
have helped to insure prompt loading and unloading. Such action, 
however, offers no solution to the problem as it arises during that 
phase of car movement and handling when the equipment is in the 
hands of the carrier. 

Since the earning value of the average freight car greatly exceeds 
the current per diem charge of $2.75, some of the carriers have found 
it cheaper to rent cars than to own them. These carriers, therefore, 
have no economic incentive to provide their fair share of an adequate 
car supply. If the advantages of renting equipment could be made 
less attractive during times of car shortage, there would be a greater 
willingness on the part of every railroad to make its just and equitable 
contribution to the national car fleet. 

Some time ago the Commission attempted to take the profit out of 
renting equipment by imposing a penalty per diem charge which it 
believed would furnish a pecuniary spur to deficit railroads to acquire 
a sufficient number of cars to at least take care of their own loading 
obligations. However, a three-judge district court in Palmer v. 
United States (73 F. Supp. 63, (1947)) held that the use of the word 
“compensation” in section 1(14)(a) of the act, which authorizes the 
Commission to fix reasonable compensation for the use of cars, pre- 
cluded it from establishing a per diem charge in excess of any pur- 
ported reasonable recompense to the owner. 

H.R. 6469 (or H.R. 5938) and S. 1812, which would give effect to 
the first alternative proposal in the Commission’s annual report 
recommendation, quoted above, would overcome the effect of this 
decision by amending section 1(15) of the Interstate Commerce Act 
so as to authorize the Commission, during periods of car shortage, 
or threatened car shortage, to direct the assessment of special charges 
on one or more deficient carriers. These charges, payable to the 
owning carrier, would be in addition to its per diem or other regular 
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charges then in effect, and would be in such amount as in the Com- 
mission’s opinion are reasonably calculated to relieve the shortage 
or threatened shortage by promoting the expeditious movement, 
distribution, interchange or return of such equipment, and by en- 
couraging adequate ownership of freight cars by each carrier. 

Upon the enactment of any one of these bills, the Commission, 
after a study, could adopt a car ownership formula. Once this 
formula was adopted, the Commission would be in a position to 
prescribe a level of ownership for deficient carriers. If their owner- 
ship was not raised to the prescribed level within a reasonable time 
they would become subject to the penalty per diem charges in the 
event of another car shortage. 

The second alternative proposal of the Commission, which would 
be implemented by H.R. 6468 or S. 1811, would amend section 
1(14)(a) of the Interstate Commerce Act so as to require the Com- 
mission, in establishing the compensation to be paid for the use of 
any vehicle subject to per diem charges, based on time or detention 
as distinguished from mileage, to prescribe maximum reasonable 
compensation for the use thereof as an incentive for construction and 
maintenance of an adequate supply of such vehicles. The Commis- 
sion would also be required to include as a factor in making such a 
determination, the earning power or value of the use of such “vehicles 
which is lost by the owner thereof when used or appropriated by 
others. This proposed amendment would thus authorize the Com- 
mission to fix per diem rates which give due regard to the necessity 
of providing an incentive to every railroad to procure and maintain 
a sufficient car supply at all times, a power which the court in Palmer 
v. United States, supra, held that it did not have under the present 
provisions of section 1(14). Such a provision would be of substantial 
assistance to the Commission in alleviating freight car shortages by 
providing it with a means of eliminating the owner’s loss, the user’s 
gain, <a providing an incentive for increased car ownership. The 
ultimate objective under either of the Commission’s proposals is an 
overall increase in the total inventory of freight cars. 

While H.R. 6551 would make no change in the Commission’s emer- 
gency powers, it does, in our opinion, embody the ultimate objective 
of the Commission’s recommendation No. 1 of increasing the national 
ownership of freight cars. The same long-term result might, there- 
fore, be accomplished under H.R. 6551. In fact, there would be 
nothing inconsistent in, and we recommend, the enactment of a com- 
bination of both H.R. 6469 (or H.R. 5938) and H.R. 6468 or of H.R. 
6469 (or H.R. 5938) and H.R. 6551. 

Closely related to the declining car-ownership problem is the 
alarming increase in certain sections of the country of bad-order 
(unserviceable) equipment. As of June 1, 1959, total freight-car 
ownership of class 1 railroads (excluding railroad-controlled refrig- 
erator cars ') amounted to 1,702,896 cars. Of this number there was 
a total of 137,432 bad-order cars (8.1 percent of total ownership) 
awaiting repair by all class I railroads. Broken down as between 
cars needing heavy repairs (requiring over 20 man-hours of work) 
and those needing light repairs (requiring less than 20 man-hours of 
work), 115,818 cars (6.8 percent of total ownership) were in need of 





1 Excluded because of unavailability of figures showing distribution among the various districts of 
unserviceable cars in this category. 
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heavy repairs and 21,614 (1.3 percent of total ownership) were in need 
of light repairs. 

Of the total of 137,432 bad-order cars, 74,246 cars or 17.2 percent 
of total ownership of 6 eastern and Allegheny lines were in unservice- 
able condition. The 6 eastern and Allegheny carriers own 432,350 
cars or 25.4 percent of all freight cars, with the unserviceable cars 
representing 54.0 percent of the total unserviceable cars being held as 
of June 1, 1959. 

Eastern district railroads had 25,561 cars or 8.9 percent of their total 
ownership in bad-order condition. Allegheny district carriers had 
61,893 cars or 19.0 percent bad-order, while Pocahontas district lines 
and Southern district lines had 8,023 cars or 4.6 percent and 13,527 
or 5.1 percent, respectively, held awaiting repair. All class I railroads 
in the western district of the United States had a combined total of 
28,428 cars or 4.4 of their ownership in unserviceable condition. 
Excluding eastern and Allegheny district carriers, other railroads in 
the United States had a bad-order percentage of 4.6 percent as of 
June 1, 1959, which is not too far out of line. 

In view of the almost annual recurrence of serious freight-car 
shortages under the present status of the law, the Commission is of 
the opinion that remedial legislation is urgently needed, and has for 
some years urged its enactment. While we believe that enactment 
of the so-called penalty per diem proposal, as set forth in H.R. 5938 
and H.R. 6469, or of a combination of that proposal and the so-called 
incentive per diem proposals, as set forth in either H.R. 6468 or H.R. 
6551, would provide the most effective solution to the freight-car 
supply problem, we are also of the view that enactment of either of 
the incentive per diem measures, alone, would aid the Commission 
substantially in its attempts to cope with the problem. We would, 
therefore, have no objection to the enactment of H.R. 6551. 

Respectfully submitted. 

Kennetu H. Tuaewe, 
Chairman, Committee on Legislation. 
Howarp FRrReas. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as 
introduced, are shown as follows (new matter is printed i n italic, 
existing law in which no change is proposed is shown in roman): 


PARAGRAPH (14)(a) oF SECTION 1 OF THE INTERSTATE COMMERCE AcT 


(14)(a) The Commission may, after hearing, on a complaint or 
upon its own initiative without complaint, establish reasonable rules, 
regulations, and practices with respect to car service by common 
carriers by railroad subject to this part, including the compensation 
to be paid and other terms of any contract, agreement, or arrangement 
for the use of any locomotive, car, or other vehicle not owned by the 
carrier using it (and whether or not owned by another carrier), and 
the penalties or other sanctions for nonobservance of such rules, 
regulations, or practices. Jn fixing the compensation to be paid for 
the use of freight cars, the Commission shall give consideration to the level 
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of freight car ownership and to other factors affecting the adequacy of the 
national freight car supply and shall, on the basis of such consideration, 
determine whether compensation should be computed on the basis of 
elements of ownership expense involved in owning and maintaining 
freight cars, including a fair return on value (which return shall be fixed 
at such level as in the Commission’s judgment will encourage the acquisi- 
tion and maintenance of an adequate freight car fleet), or should be com- 
puted on the basis of elements reflecting the value of use of freight cars, or 
upon such other basis or combination of bases as in the Commission’s 
judgment will provide just and reasonable compensation to freight car 
owners, contribute to sound car service practices, and encourage the 
acquisition and maintenance of a car supply adequate to meet the needs of 
commerce and the national de ofense. 
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FOREWORD 


House or REPRESENTATIVES, 
COMMITTEE ON FOREIGN AFFAIRS, 
Washington, D.C., August 31, 1960. 
This report has been submitted to the Committee on Foreign Affairs 
by the Subcommittee on Inter-American Affairs, comprising Hon. 
Armistead I. Selden, Jr., chairman, Hon. Barratt O’Hara, Hon. 
Dante B. Fascell, Hon. Omar Burleson, Hon. Donald L. Jackson, 


and Hon. Chester E. Merrow. 

The conclusions in this report do not necessarily reflect the views 
of all the membership of the Committee on Foreign Affairs. This 
report is filed in the hope that it will prove useful to the committee 
and to the Congress as background data. 

THomas E. Moraan, Chairman. 
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LETTER OF TRANSMITTAL 


Aveust 31, 1960. 
Hon. THomas E. Moraan, 
Chairman, Committee on Foreign Affairs, 
House of Representatives, Washington, D.C. 

Dear Mr. CHAIRMAN: There is transmitted herewith the report 
of the Subcommittee on Inter-American Affairs on “U.S. Relations 
With Panama.” The historical data contained in this report was 
prepared under my direction by Rosita Rieck Bennett, analyst in 
Latin American affairs of the Legislative Reference Service of the 
Library of Congress. The findings and recommendations are those 


of the subcommittee and are based not only on the report, but on 
hearings, discussions, and study conducted by the subcommittee 
during the present session of Congress. 

It is hoped that the information contained in this report will be 
useful to the members of the committee and to the Congress as 
background information on matters affecting United States-Panama 
relations. 


ARMISTEAD I. SELDEN, Jr., 
Chairman, Subcommittee on Inter-American Affairs. 


Vv 








CONTENTS 


Foreword 
Letter of transmittal_ 
I. Preface- --- a ian +a 
II. Background history A mie... ae 
A. U.S. interest in interoceanic canal takes root. - -- 
B. Rivalry with Great Britain (Clayton-Bulwer Treaty 2 
C. U.S. interest dims_ 
D. New awareness of the strategic value of a canal__ 
EK. The legal obstacle is cleared (Hay-Pauncefote Tre: aty ) ‘ 
F. The battle for the canal route 
G. Colombia’s dilemma__-- 
H. The Hay-Herran Treaty_ 
I. Colombian Senate turns down tre aty- 
J. Panama revolts___-- ek 
K. Colombia is indemnified _ gee 
L. Hay-Bunau-Varilla Tre: aty_ 
M. The canal is opened 
N. The Nicaraguan route. 
III. Importance of the Panama C anal to the United States_______- a 
A. Commercial importance__-_--_- -- - 
B. Strategic importance -_- 
IV. Importance of the Panama C anal to the Republic of Panama 
V. U.S. contributions to Panama’s development 
VI. Current points of friction between Panama and the United States _- 
A. Sovereignty in the Canal Zone 
BVotnmsionarie®: i. ...-...<. 
C. Third-country purchases- - - 
D. Wage and employment opportunities in the zone 
E. The annuity 
VII. Comparison of the legal status of the Suez and Panama Canals-- -- 
A. Suez Canal basic agreements 
B. Legal status of the Panama Canal 
VIII. Alternatives to U.S. control-__- 
A. Internationalization of the canal 
B. Organization of American States control 
C. Purchase from Panama 
D. Other suggestions_ 
IX. Subcommittee findings and recommendations-__-- -_- 
Appendix: 
A. Convention for the construction of a Ship Canal, 1903 
B. General Treaty of Friendship and Cooperation between the United 
States of America and Panama, 1936 
C. Treaty of Mutual U nderstanding and Cooperation, United States 
of America and Panama, 1955__- 
D. Comparison of the rights and obligations of the U nited States under 
the terms of the three basic treaties with Panama 
E. Public Law 85-550, July 25, 1958, United States-Panama Wage 
and Employment Practices Act 
Press release on 9-point program for improvement of relations be- 
tween the United States and Panama, April 19, 1960 


Page 
Ill 


TE 


none 
Crore’ 


on 





COLOMBIA 







































































iy ft 


. 
s ee 
K Be | 
2) 
{ ay 
5 re (if = ! 
( My Ps ail 
:; Ss: 3 5 | 
+i 
~ 
WS > | net, > is 
N U 
> ) 


=Ocean 











86TH CONGRESS HOUSE OF REPRESENTATIVES Report 
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REPORT ON UNITED STATES RELATIONS WITH PANAMA 


Avaust 31, 1960.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Moraan, from the Committee on Foreign Affairs, submitted the 
following 


REPORT 


[Pursuant to a resolution (H. Res. 113) authorizing the Committee on Foreign 
Affairs to conduct a full and complete investigation of matters relating to the 
laws, regulations, directives, and policies including personnel pertaining to the 
Department of State and such other departments and agencies engaged pri- 
marily in the implementation of U.S. foreign policy and the oversea operations, 
personnel, and facilities of departments and agencies of the United States 
which participate in the development and execution of such policy] 


I. PREFACE 


The Panama Canal, built and operated by the United States, slices 
the Republic of Panama in half. Relations between the United States 
and Panama are thus unique and intimate. 

From the outset of Panama’s independence and the construction of 
the canal (which practically coincide), the two nations have held 
varying views regarding the canal. The Republic of Panama has 
regarded the canal as a source of revenue. The U.S. objective has 
been the efficient operation of the waterway for international com- 
merce at reasonable rates and for defense purposes. 

Even without this basic difference in viewpoint, it is probably 
inevitable that the operation of so vast an enterprise side by side with 
a small, poor country should give rise to misunderstandings and irrita- 
tions on both sides. Throughout the last 57 years accommodations 
have been made to alleviate grievances and to adjust to new circum- 
stances. 

In recent years several international developments have complicated 
the delicate task of maintaining harmonious relations on the isthmus. 
As elsewhere in underdeveloped regions, Panama is swept by na- 
tionalism and by outcries for an end to subhuman living conditions. 
The canal presents at once the illusion of a cornucopia from which 
eould pour forth an avalanche of funds for development purposes 


1 
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and an inviting target for nationalist outbursts. Meanwhile, inter- 
national communism plays on Panamanian nationalism and frustra- 
tions to subvert inter-American relations. The Egyptian seizure of 
the Suez Canal and the rise of Castroism in Cuba also exacerbate 
Panamanian problems. 

During the congressional recess in the autumn of 1959 a numberof 
disquieting events occurred on the Isthmus of Panama. On Novem- 
ber 3, 1959, Panama’s independence day, mobs led by rabble rousers 
gathered along the border of the Canal Zone intent upon planting the 
Panamanian flag within the zone. With Panamanian National 
Guardsmen conspicuously absent from the scene, the Governor of 
the Canal Zone was forced to call for U.S. Armed Forces to help quell 
the ensuing violence. In the Republic of Panama on the same day 
rioters lowered the American flag at the U.S. chancery and tore it to 
shreds. They also shattered windows at the chancery and the U.S. 
Information Agency building. 

On November 28, the anniversary of Panama’s break with Spain, 
mobs again tried to gain entry to the Canal Zone. This time they 
were dispersed by Panama Guardsmen working alongside U.S. troops, 
but not before at least 30 persons were injured. During this second 
attempt to forcibly enter the Canal Zone, the presence of Cuban 
agitators urging on the crowd was noted. After 3 hours of rioting 
at the zone border, the mobs turned to looting and destroying 
property several blocks away in downtown Panama City. 

When Congress reconvened in January, the Committee on Foreign 
Affairs learned that the Department of State had under consideration 
a request from the Republic of Panama (dated November 25, 1959) 
that the Panamanian flag be flown in the Canal Zone. When it 
appeared likely that permission might be granted, the chairman of the 
Subcommittee on Inter-American Affairs (Mr. Selden) requested the 
Secretary of State to delay a decision until after the subcommittee had 
an opportunity to study the matter. 

Subsequently, the subcommittee held eight meetings on the subject, 
during which testimony was received from Members of Congress, 
representatives of the Departments of State and Defense, and private 
citizens.’ 

Out of these meetings grew a conviction that to accede to the 
Panamanian request, after more than half a century in which only the 
USS. flag has been raised in the zone, would constitute a major de- 
parture from established policy. In the subeommittee’s judgment, 
such a basic change in treaty interpretation should not be accom- 
plished through executive fiat. 

Accordingly, on January 19, 1960, the subcommittee unanimously 
agreed to the following resolution (H. Con. Res. 459): 


Resolved by the House of Representatives (the Senate con- 
curring), That it is the sense of the Congress that any 
variation in the traditional interpretation of the treaties of 
1903, 1936, and 1955 between the United States and the 
Republic of Panama, with special reference to matters con- 
cerning territorial sovereignty, shall be made only pursuant 
to treaty. 


1 See: ‘‘ United States Relations with Panama,’’ hearings before the Subcommittee on Inter-American 
Affairs of the Committee on Foreign Affairs, House of Representatives, 86th Cong., 2d sess. 
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The full Committee on Foreign Affairs reported the resolution 
favorably on January 21, 1960. On February 2 the House of Repre- 
sentatives voted 381 to 12 in support of the resolution. 

As a result of its deliberations regarding the issue of the flag, the 
subcommittee felt a growing concern over the apparent deterioration 
in U.S. relations with the Republic of Panama. In consequence, the 
subcommittee undertook to prepare a background study of United 
States-Panamanian relations. It is hoped that this report can help 
to clarify the frequently complex issues involved and provide a basis 
for evaluating current problems and proposed solutions. 


Il. BackGrounp History 
A. U.S. INTEREST IN INTEROCEANIC CANAL TAKES ROOT 


For centuries the Isthmus of Panama astride the Atlantic and 
Pacific Oceans has been a crossroads of international passenger and 
cargo routes. During the colonial period Spanish galleons called 
regularly to pick up treasures extracted from Spain’s colonies on the 
western coast of South America. Spain’s decision in 1814 to build 
a canal across the isthmus came to nothing since it coincided with the 
collapse of that nation’s imperial power. 

Early U.S. interest in an interoceanic highway appears to have 
been primarily commercial. In 1826 Secretary of State Hay pro- 
posed a joint enterprise to the newly independent South American 
nations meeting at the Congress of Panama, saying: 


What is to redound to the advantage of all America 
should be effected by common means and united exertions, 
and should not be left to the separate and unassisted efforts 
of any one power. * * * The benefits of it ought not to be 
exclusively appropriated to any one nation * * *.? 


A Senate resolution in 1835 and a House resolution in 1839 urged 
the President to negotiate with other nations for the construction 
of a canal and for securing free and equal right to navigation to all 
nations. Toward mid-19th century the discov ery of gold in Cali- 
fornia, western migration, and the country’s growing economy which 
sought raw materials and markets gave impetus to the idea of an 
isthmian canal. 

In 1846 the United States assured its right of passage across 
the Isthmus of Panama in a treaty with New Grinait (Colombia). 
The pact guaranteed to the United States “ the right of way or transit 
across the Isthmus of Panama upon any modes of communication 
that now exist or that may be hereafter constructed.” In return the 
United States guaranteed the neutrality of the isthmus and the rights 
of sovereignty and property which New Granada possessed over the 
territory. 

B. RIVALRY WITH GREAT BRITAIN 


In the meantime, Britain entered into an intense rivalry with the 
United States over control of the other feasible canal route, through 
Nicaragua. While the United States engaged in war with Mexico 


2 Norman J. Padelford, ‘‘The Panama Canal in Peace and War.” The Macmillan Co., New York, 
1942, p. 4. 
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over Texas, Britain proceeded to extend its hegemony in Nicaragua 
to prevent the United States from gaining exclusive rights over both 
canal routes. 

The two powers checkmated. each other in the Clayton-Bulwer 
Treaty of 1850. By that treaty they pledged never to obtain or 
maintain exclusive control over a ship canal, or to fortify it, or to 
assume or exercise dominion over any territory in Central America 
through which a canal might pass. The Clayton-Bulwer Treaty, 
while it did limit the United States from obtaining exclusive control 
over a possible canal, forced Great Britain to relinquish the territorial 
control which it in fact possessed in 1850 over the Nicaraguan route. 


C. U.S. INTEREST DIMS 


The same year as the Clayton-Bulwer Treaty, private American 
interests began the construction of a transisthmian railroad. The 
railroad was completed in 1855. In ensuing years during periods of 
insurgent movements on the isthmus against the Colombian Govern- 
ment, on request of or with the consent of the Colombian Government, 
the United States landed troops to keep transit open. 

Following the opening of railroad transportation across the isthmus, 
U.S. interest in a waterway subsided. The joining of the Union Pacific 
and Central Pacific Railroads in 1869, linking the Atlantic and Pacific 
Oceans across continental United States, further dulled interest in an 
interoceanic canal. 


D. NEW AWARENESS OF THE STRATEGIC VALUE OF CANAL 


In 1878 a new consideration quickened U.S. interest in a Western 
Hemisphere canal. In that year a French company, which included 
Ferdinand de Lesseps of Suez fame, procured a concession from 
Colombia to build a navigable waterway across the isthmus. Despite 
the fact that the French company pledged that the canal should 
“always be kept free from political influence,” Secretary of State 
Evarts protested: 


Our Pacific coast is so situated that, with our railroad 
connections, time (in case of war) would always be allowed 
to prepare for its defense. But with a canal through the 
isthmus the same advantage would be given to a hostile fleet 
which would be given to friendly commerce; its line of opera- 
tions and the time in which warlike demonstration could be 
made, would be enormously shortened. All the treaties of 
neutrality in the world might fail to be a safeguard in a time 
of great conflict.’ 


In 1881 President: Arthur tried to extricate the United States from 
the limitations imposed by the Clayton-Bulwer Treaty (see above), but 
Great Britian refused to negotiate a revision. Meanwhile, the French 
company went ahead. 

At the height of French operations in 1887, a group of American 
capitalists began a rival project through Nicaragua. In 1889 Con- 


3 Evarts to Dickman (Minister to Colombia), dated Apr. 19, 1880. In J. B. Moore, ‘‘ Digest of Interna- 
tional Law.’’ GPO, Washington, 1906, vol. ILI, p. 15. 
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gress incorporated that enterprise as the Maritime Canal Company 
of Nicaragua. 

That same year the French enterprise collapsed, defeated by graft, 
corruption, and a series of tropical diseases that felled 20,000 in a 
total labor force which averaged only 10,000 a year. Some $260 
million had been disbursed in the undertaking. According to Ameri- 
can engineers, only $40 million of this was expended for concessions 
and work on the canal, the rest being graft.‘ 

Three years later the Maritime Canal Company of Nicaragua also 
went bankrupt, having exhausted its paid-in capital of $6 million 
after laying several miles of railroad track and making a small start 
on excavation. But for its misfortune that the need for new financing 
arose at the same time as the panic of 1893, the company might have 
been able to raise enough capital to keep the venture going.® 

World events toward the close of the 19th century heightened 
American awareness of the strategic value of a canal under U.S. au- 
spices. The 90-day race of the U.S. cruiser Oregon around the tip 
of South America from the Pacific to the Atlantic battlefield during 
the Spanish-American War in 1898 dramatized the military advan- 
tage of an interoceanic canal. Moreover, the United States emerged 
from the war as a naval power, with Pacific possessions. 

President McKinley in his message to Congress in 1898 stated the 
new conviction: 


That the construction of such a maritime highway is now 
more than ever indispensable to that intimate and ready 
intercommunication between our eastern and western sea- 
boards demanded by the annexation of the Hawaiian Is- 
lands and the prospective expansion of our influence and 
commerce in the Pacific, and that our national policy now 
more imperatively than ever calls for its control by this 
Government, are propositions which I doubt not the Con- 
gress will duly appreciate and wisely act upon.® 


E. THE LEGAL OBSTACLE IS CLEARED (HAY-PAUNCEFOTE TREATY) 

















The crescendo of opinion in the United States favoring construction 
of a canal under the exclusive jurisdiction of the United States led 
Secretary of State Olney to approach the British again in 1896 about 
removing the obstacle imposed by the Clayton-Bulwer Treaty. At 
first reluctant, Britain, involved in the Boer War in Africa and faced 
with unfriendly nations in Europe, decided to acquiesce. 

The resulting Treaty To Facilitate the Construction of a Ship Canal 
(Hay-Pauncefote Treaty) of 1901 abrogated the limitations imposed 
by the prior agreement and provided that a ship canal may “be con- 
structed under the auspices of the Government of the United States, 
directly or indirectly,” and that the United States ‘‘shall have and 
enjoy all the rights incident to such construction, as well as the 


exclusive right of providing for the regulation and management of the 
canal.” 








4 Hugh Gordon Miller, ‘The Isthmian Highway.”’ New York, the Macmillan Co., 1929, p. 10. 
§ Dwight Carroll Miner, ‘“‘The Fight for the Panama Route.” New York, Columbia University Fress, 


1940, p. 25, 
6 Quoted in Padelford, op. cit., p. 18. 
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F. THE BATTLE ROUTE 





FOR THE CANAL 











The question of where to build a canal became a hotly contested 
issue. Colombians and Nicaraguans hoped the canal would open their 
countries to prosperous international commerce. Public sentiment in 
the United States overwhelmingly favored the Nicaraguan route. In 
the ao view, Panama was associated with the French company 
while Nicaragua was viewed as a “national project.”” The New 
Panama Canal Co., organized in 1894 for the purpose of selling the 
assets of the French venture to the highest bidder, engaged in powerful 
and sometimes devious lobbying activities to convince U.S. legislators 
and the public to buy up their investment. 

The Walker Commission was appointed in 1897 to study the canal 
situation. Although many of its technical conclusions were favorable 
to Panama, it recommended in 1899 the Nicaraguan route as the most 
feasible because of the unwillingness of the French interests to state 
definite terms of sale. 

Enthusiasts for the Panama route reaped their first success with 
the passage of a law in 1899 which directed the President to name a 
commission to examine all practical routes, thus hamstringing the 
passage of Nicaraguan canal bills then pending in Congress. 

As the battle waged over which route, the Department of State in 
1900 prepared for any eventuality by signing protocols with Costa 
Rica and Nicaragua by which they agreed to negotiate treaties with 
the United States for a canal when the President was authorized by 
Congress to acquire a route through their territories. 

Colombia, alarmed at the prospect of not being selected as the site 
for the international waterway, diapatched a minister to Washington 
to negotiate a treaty with the United States. 

The Walker Commission, in its final report in November of 1901, 
again recommended the Nicaraguan route. The New Panama Canal 

fearful that the patience of Congress might be exhausted, i 
January of 1902 wired an offer to sell its property for $40 million, the 
amount which the Walker Commission deemed appropriate. ‘Two 
weeks later, the Walker Commission issued a supplementary report 
recommending the Panama route due to the changed circumstances. 

In the interim, the House of Representatives had voted the Nicara- 
gua route (Hepburn bill) by the crushing majority of 309 to 2. Sen- 
timent in the Senate favored Panama. A compromise was worked out 
(Spooner Act) by which the President was authorized to acquire the 
assets of the New Panama Canal Co. for $40 million, a strip of land 
from Colombia not less than 6 miles in width in which to construct 
and operate the canal, and additional territory and rights which in his 
judgment would fac ilitate the general purposes; if these terms could 
not be fulfilled within a reasonable time, the President was directed 
to proceed with steps to build the Nicaragua canal. Congress enacted 
the Spooner Act on June 2, 1902. 








































G. COLOMBIA’S DILEMMA 












While the battle of the routes went on in Washington, Colombia 
was in the midst of civil war. The Government was beset by adminis- 
trative disorganization and a desperate finand¢ial situation. With the 
country in a state of siege, the executive ruled by decree. 
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The Colombian Government sorely wished to postpone definitive 
consideration of the canal problem until the country could be pacified 
and Congress reconvened. But bills pending in the U.S. Congress 
authorizing construction in Nicaragua pressed the Colombians into 
foregoing further delay. 

Colombians seem to have desired very much the canal with its 
accompanying economic benefits which could help the recovery of 
their war-torn country and bankrupt treasury. Moreover, in the 
background hovered the threat that Colombia might forfeit not only 
the canal but the isthmus itself should treaty negotiations with the 
United States fail. Carlos Martinez Silva, Colombia’s negotiator !in 
the United States in 1901, wrote in that vein to José Manuel Mar- 
roquin, Vice President and head of the Colombian Government during 
the period of civil disorders 


* * * the Panamanians of position and financial resources 
will never willingly submit to the opening of the canal in 
any other place than at the isthmus. They understand very 
well that the adoption of the Nicaragua route will be the 
moral and material ruin of Panama; and this sacrifice, which 
will have no compensations, may very well prove superior to 
the concept of a platonic patriotism.’ 


During the negotiations with the United States , Marroquin’s ad- 
ministration was so harassed by domestic crisis that Colombia’s min- 
isters in Washington frequently went ahead on their own initiative 
under pressure of events. Marroquin stated his dilemma in a letter 
dated July 26, 1902: 


Concerning the canal question, I find myself in a horrible 
perplexity; in order that the North Americans may complete 
the work by virtue of a convention with the Government of 
Colombia, it is necessary to make concessions of territory, of 
sovereignty, and of jurisdiction, which the executive power 
has not the. power of yielding * * * 

History will say of me that I ruined the isthmus and all 
Colombia, by not permitting the opening of the Panama 
Canal, or ‘that I permitted it to be done, scandalously injur- 
ing the rights of my country.® 


Marroquin reiterated officially on a number of occasions that any 
canal agreement was subject to ratification by the Colombian Con- 


gress. 


H. THE HAY-HERRAN TREATY 


The draft agreement, as finally worked out by Secretary of State 
Hay and Colombia’s current negotiator, Toms Herran, included the 
following principal terms: Granted the United States a 100- -year lease, 
renewable at the sole option of the United States, on a zone of land 
10 kilometers wide across the isthmus for an initial payment of $10 
million and an annuity of $250,000 (arts. II and X XV); granted the 
United States exclusive right to construct, maintain, operate, and 
protect the canal (art. II); authorized the New Panama Cana! Com- 
pany to sell its rights and properties to the United States (art. I) 


7 Miner, op. cit., p. 217. 
§ Ibid., p. 233. 
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recognized Colombia’s sovereignty over the canal zone (art. IV): estab- 
lished three types of judicial tribunals—Colombian, United States, 
and joint (art. XIII); charged Colombia with the defense of the canal 
and railroad, except ‘“‘under exceptional circumstances’? when— 


the Government of the United States is authorized to act in 
the interest of their protection, without the necessity of ob- 
taining consent beforehand of the Government of Colombia 


(art. XXITIT). 


In November 1902 civil war in Colombia ended. President Theo- 
dore Roosevelt became impatient with further delay regarding the 
canal. On January 21, 1903, Secretary of State Hay delivered the 
following ultimatum to Minister Herran: 


I am commanded by the President to inform you that the 
reasonable time provided in the statute for the conclusion 
of the negotiations with Colombia for the excavation of an 
isthmian canal has expired, and he has authorized me to 
sign the treaty of which I had the honor to give you a draft, 
with the modification that the sum of $100,000, fixed therein 
as the annual payment, be increased to $250,000. I am not 
authorized to consider or discuss any other change.° 


The following day the treaty was signed in Washington. The U.S. 
Senate approved it on March 17, 1903. 


I. COLOMBIAN SENATE TURNS DOWN TREATY 


In March 1903 congressional elections were held in Colombia. In 
May, Marroquin called a special session of congress for June 20. 

During the 5 months between the time the treaty was signed and 
the Colombian Senate convened, Colombian newspapers carried 
numerous articles regarding the treaty by the foremost legal minds 
in a country renowned for its legal talent. Four major objections 
emerged in these polemics: the loss of sovereignty involved; the 
doubtful constitutionality of the grant of perpetual jurisdiction to a 
foreign power; dissatisfaction with the financial compensation; and 
mistrust of imperialism. Colombian public opinion became aware 
of the vast distinction between granting a canal concession to a foreign 
private concern and leasing a strip of territory in perpetuity to a 
foreign government. 

In the debate in the Colombian Senate, the Foreign Minister 
pointed out that the United States was the only agency willing and 
able to undertake the gigantic task of uniting the oceans and that 
the U.S. Government had been most explicit in insisting that it would 
not assume the cost and responsibility without control over the 
zone.’ In his judgment, the only alternative to rejecting the Hay- 
Herrén treaty was no canal. 

On August 12, the Colombian Senate unanimously rejected the 
convention. The legislature took no further action before its ad- 
journment on October 31, 1903. 


9 Ibid., p. 195. 
10 Tbid., p. 325. 
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J. PANAMA REVOLTS 


Panamanians had never felt a strong attachment for the rest of the 
country. Isolated from the capital and centers of population by soar- 
ing mountains, the Isthmus of Panama had been left largely to its 
own resources. In the preceding three-quarters of a century since 
independence from Spain, Panamanian discontent had erupted on a 
number of occasions into attempts to establish an independent state. 

Isthmian delegates to the special session of Congress were out- 
spoken in warning that failure to ratify the treaty would mean 
rebellion on the isthmus." 

While the Colombian Senate debated, prominent Panamanians met 
to plot a course of action should the treaty be rejected. The con- 
spirators were aided and abetted by agents of the New Panama 
Canal Company who were intent on securing the promised $40 million 
from the United States. 

President Roosevelt and Secretary of State Hay knew that a revolt 
was imminent. Roosevelt, convinced that the Colombian Govern- 
ment was thwarting an enterprise of ‘‘universal utility” for ‘‘collective 
humanity” out of pure greed, welcomed the move. Assurances were 
conveyed to the conspirators that the United States would send war 
vessels ‘‘to protect life and property” on the isthmus.” 

When Panamanians raised the standard of independence on No- 
vember 3, 1903, the railroad was closed to Colombian troop move- 
ments and naval forces from the United States were on hand to prevent 
more Colombian troops from landing. The coup was accomplished 


with only one casualty, an innocent Chinese who was killed during a 
brief bombardment.” 

The United States recognized the Republic of Panama on Novem- 
ber 6. 


K. COLOMBIA IS INDEMNIFIED 


Under the Wilson administration an attempt was made toward 
repairing the damaged relations with Colombia which resulted from 
the isthmian affair. By the terms of the Thompson-Urrutia conven- 
tion, signed in April 1914, the U.S. Government expressed— 


sincere regret that anything should have occurred to inter- 
rupt or to mar the relations of cordial friendship that had 
so long subsisted between the two nations. 


Colombia agreed to recognize the Republic of Panama in return for an 
indemnity of $25 million and special transportation privileges. The 
Colombian Senate promptly ratified the treaty. The U.S. Senate 
failed to act, mainly because of spirited denunciations of the agree- 
ment by former President Roosevelt whose conduct the treaty 
obliquely indicted. 

In 1921, after Roosevelt’s death, the U.S. Senate ratified an amended 
form of the treaty which retained the indemnity but omitted the 
apology. The following year Colombia accepted the compromise and 
the Panamanian incident was closed. 

1) Padelford, op. cit., 


= ina op. cit., p. S087, 387-388. 
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L. HAY-BUNAU-VARILLA TREATY 


A treaty with the newly independent Republic of Panama was 
negotiated in Washington by Secretary Hay and Philippe Bunau- 
Varilla, former chief engineer of the French company. Bunau-Varilla 
had insisted on his appointment as diplomatic agent in exchange for 
his services to the Panamanian conspirators. The provisional govern- 
ment of Panama also appointed two Panamanian ministers to conduct 
negotiations with the United States. A letter of instructions which 
they carried to Bunau-Varilla read: 


You will have to adjust a treaty for the canal construction 
by the United States. But all the clauses of this treaty will 
be discussed previously with the delegates of the junta, MM. 
Amador and Boyd. And you will proceed in everything 
strictly in accord with them * * ** 


On November 18, 1903, before Messrs. Amador and Boyd arrived 
in Washington, Bunau-Varilla and Secretary Hay signed the con- 
vention for the construction of a ship canal to connect the waters of 
the Atlantic and Pacific Oceans. The treaty was ratified by the 
provisional government of Panama on December 2, 1903. 

Terms of the Hay-Banau-Varilla pact were substantially the same 
as those of the rejected Hay-Herran agreement. One change en- 
larged the area: the United States was empowered to construct a 
canal through a zone 10 miles in width (as compared with 6 miles in 
the earlier treaty). Panama agreed that the United States should 
have the right at all times to use its armed forces in defense of the 
canal and its auxiliary works. The most significant modification 
occurs in article III: 


The Republic of Panama grants to the United States 
all the rights, power, and authority within the zone mentioned 
and described in article II of this agreement and within the 
limits of all auxiliary lands and waters mentioned and 
described in said article II which the United States would 
possess and exercise if it were the sovereign of the territory 
within which such lands and waters are located to the entire 
exclusion of the exercise by the Republic of Panama of 
any such sovereign rights, power, or authority. 


Secretary Hay, fearing that opponents of the Roosevelt administra- 
tion in the Senate might introduce amendments to the treaty and thus 
afford Panama an excuse to do likewise, wrote as follows to Senator 
Spooner on January 20, 1904: 


As it stands now as soon as the Senate votes we shall have a 
treaty in the main very satisfactory, vastly advantageous to 
the United States, and we must confess, with what face we 
can muster, not so advantageous to Panama. If we amend 
the treaty and send it back there some time next month, the 
period of enthusiastic unanimity, which, as I said to Cullom, 
comes only once in the life of a revolution, will have passed 
away, and they will have entered on the new field of politics 
and dispute. You and I know too well how many points there 
are in this treaty to which a Panaman patriot could object. 


4 Miner, op. cit., p. 375. 





UNITED STATES-PANAMA RELATIONS 


If it is again submitted to their consideration they will at- 
tempt to ‘amend it in many places, no man can say with what 
result, then they will feel that we had passed definitely upon 
the main subject; that the treaty was safe; that their inde- 
pendence was achieved, and that now it was time for them to 
or out for a better bargain than they were able to make at 
irst.'° 


The U.S. Senate consented to the treaty without amendment on 
February 23, 1904. It was proclaimed by President Roosevelt 
3 days later. 

M. THE CANAL IS OPENED 


The engineering and medical conquests which made _ possible 
construction of the Panama Canal in the midst of once pestilential 
tropical jungle are a matter of great pride to all those who participated 
and to millions of Americans who have come to admire their courage 
and abilities. 

The canal was opened to navigation in August 1914. However, 
a slide in October of that year delayed formal completion and opening 
to regular traffic until July 1920. Total cost of construction amounted 
to $366,650,000. 

N. THE NICARAGUAN ROUTE 


Although advocates of the Nicaragua route were defeated by the 
selection of Panama as the canal site, the possibility of a canal through 
Nicaraguan territory has not been abandoned. 

In 1914 the United States signed a convention with Nicaragua 
(Bryan-Chamorro Treaty) which conferred upon the United States 
exclusive rights to construct, operate, maintain and defend an inter- 
oceanic canal by a Nicaraguan route in exchange for $3 million. 

The Bryan-Chamorro Treaty was ratified by the U.S. Senate in 
1916, more with the objective of preventing the construction of another 
canal than for the purpose of building one.'® In the ensuing years, 
however, as increased commercial traffic has taxed the facilities of the 
Panama Canal and modern military developments have cast doubt on 
the ability to defend it, the idea of a Nicaragua canal has occasionally 
been revived. 

The feasibility of constructing a canal in Nicaragua was explored 
recently by the Board of Consultants contracted by the Committee 
on Merchant Marine and Fisheries. In its report issued on June 23, 
1960, the Board of Consultants recommended against a Nicaraguan 
canal.” The Board based its conclusions on engineering and fiscal 
grounds. The construction of the sea-level canal in Nicaragua was 
eliminated completely from the Board’s considerations because of 
excessive cost and because it would involve drainage of Lake Nicaragua 
or Lake Managua which would seriously affect the economy of the 
country.’* The Board estimated the cost to construct a Nicaraguan 
lock-canal at over $4 billion.’ 


18 Thid., p. 375. 

146 J, Fred Rippy, Globe and Hemisphere, Chicago, Henry Regnery Co., 1958, p. 109. 

17 U.S. Cong., 86th, 2d sess., “‘ Report on a Long-Range Program for Isthmian Canal Transits,” H. Rept. 
No. 1960, Washington, GPO, June 23, 1960, p. 7, 32. 

18 Tbid., p. 32. 

19 Tbid. 
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Ill. ImporTANCE OF THE PANAMA CANAL TO THE UNITED STATES 
A. COMMERCIAL IMPORTANCE 


Approximately 70 percent of the total commercial cargo which 
transited the Panama Canal in fiscal year 1959 originated in or was 
destined for U.S. ports.” Thus, financial savings in both intercoastal 
and foreign trade because of the Panama shortcut represent reduced 
costs to U.S. consumers 

The canal itself is not regarded in the United States as a source of 
revenue. The Panama Canal Company is required by law to be 
self-sustaining, not a profitable enterprise. Gross receipts from the 
Panama Canal Company amounted to over $87 million in fiscal year 
1959. Net revenue, however, was under $3 million.2! Furthermore, 
this amount would be cut in half if the full $1.93 million annuity to 
Panama were assessed against the company, instead of $1.5 million 
being paid from appropriated funds. 


B. STRATEGIC IMPORTANCE OF THE CANAL 


The Panama Canal has proved to be an invaluable asset to the 
United States and its allies in time of crisis. During World War | 
the canal served as a supply line to fighting forces in Europe. During 
World War II more than 5,300 combat vessels and about 8,500 other 
craft transporting troops and military cargo transited the canal, 
with incalculable savings to the Allied nations in terms of time, money 


and lives. The strategic value of the shortened canal route was 
again demonstrated during the Korean conflict. In fiscal year 1953, 
the last full year of the Korean conflict, 1,064 U.S. Government 
vessels transited the canal carrying supplies and war materials to the 
United Nations forces in the Far East. 

In peacetime, too, the Panama Canal plays an important role in 
national welfare and defense. The strength of the United States, 
which rests in large measure upon the nation’s economic well-being, 
depends in turn upon the availability of vital raw materials for 
transportation and industry. Moreover, when the Suez Canal was 
suddenly closed to traffic several years ago, effective operation of the 
Panama Canal did much to prevent serious disruption of the 
economies and defense capabilities of the nations of the free world. 

It is argued in some quarters that modern technological develop- 
ments have substantially depreciated the canal’s strategic significance. 
It is pointed out that the canal is increasingly vulnerable to sabotage 
and long-range missiles; that the growth of continental means of 
transportation, such as high-speed highways, air transport, and con- 
tinental pipelines for transporting oil, greatly diminish dependence on 
the canal; and that major U.S. aircraft carriers are now too big to 
pass through it. 

Adm. James S. Russell, Vice Chief of Naval Operations, in testi- 
mony before the Subcommittee on Inter-American Affairs, stated the 
Department of the Navy’s continuing conviction of the strategic 
importance of the canal.” According to Admiral Russell: 


= vee Canal Company, Annual Report, fiscal year ended June 30, 1959, p. 10. 

id., p. 48. 

2 U.S. Cong., 86th, 2d sess., House of Representatives, Committee on Foreign Affairs, United States, 
eye with Panama, hearings before the Subcommitte on Inter-American Affairs, Feb. 2, 1960, 
pp. 91-107. 
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Militarily, the greatest threat to commerce on the sea in 
time of war is the submarine fleet of Soviet Russia, which 
today has a peacetime strength about equal to Hitler’s maxi- 
mum number of operational submarines at the height of 
World War II. To reinforce the Pacific antisubmarine forces 
off the California coast with a squadron of destroyers from 
the vicinity of the Virginia Capes would entail 21 days 
steaming via the straits, versus 8 days via the canal.” 

*K * * * * 


As the range of ballistic missiles increases, as the power of 
their nuclear explosives gets greater, and, importantly, as the 
precision of their guidance delivers them with inc reasing 
accuracy against their targets, military forces must look more 
and more to dispersion, mobility, and concealability as an 
answer to the problem of surviving attack. Thus the vast 
oceans will have an ever-increasing importance as areas for 
dispersion, maneuver, and conc ‘ealment * * *, The Polaris 
submarine, as also the other types of nuclear submarines, can 
transit the Panama Canal.* 

Admiral Russell further pointed out that the United States is allied 
with 42 nations of the free world in mutual defense agreements and 
that we are principally an oceanic confederation. Accordingly, he 
argued : 


When one realizes that it is 8,000 miles, and weeks of 
sailing time farther around Cape Horn than across the 
Central American Isthmus, it can be seen that the Panama 
Canal means much to us in terms of getting our own fighting 
forces, as well as material aid, quickly to a beleaguered ally.” 


Admiral Russell granted the vulnerability of the canal.* But he 
added: 


I would say that the Panama Canal has great value to us 
in a limited war, and in a general war, if it is not destroyed, 
would be very useful to us. In all-out war there would be 
a lot of destruction probably early in the war. Whether the 
canal goes or not, I don’t know, but if it does survive, I 
think it would be of great use in what comes after the first 
massive exchange.” 


IV. ImporTANCE OF THE PANAMA CANAL TO THE REPUBLIC OF PANAMA 


Although the canal may not be the magic wand of prosperity 
envisioned by some Panamanians, it does make a large contribution 
to the economy of the Republic. Income generated by the canal far 
exceeds the $1,930,000 annual annuity. In 1958, for instance, income 
derived from the canal was estimated at approximately $63 million, or 
about one-sixth the national income.* <A breakdown of the total in- 

% Ibid., p. 92. 
% Ibid., p. 93. 
% Ibid. 

% Thid., p. 94. 


27 Thid., p. 95. 
2U.S. "Department of State, Amembassy, Panama, Dispatch No. 716, June 29, 1959, 
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dicates the following sources of income to Panama from the presence 
of the canal: 
{In millions of dollars] 


Direct purchases from Panama- .---- 

Wages. of non-U.S. citizens employed in zone who reside in Panama_- 

Disability and relief payments - - - - -- 

Expenditures in Panama of non-U.S. citizens resident in Canal Zone- 
Expenditures in Panama of U.S. employees including military - 

Income generated by auxiliary works in zone_-_--- - ~~ -- 

Maintenance of Transisthmian Highway___- Ba a ; ; = 
Annuity be , ‘ sede ee 

These receipts have enabled Punidina' to offset, to a large extent, 
deficits in the country’s balance of payments. 

Critics claim that the presence of the canal has attracted people 
from “productive labor,” thus distorting the economy. But long 
before the construction of the canal Panama’s geographical setting 
favored activities connected with international trade, with the con- 
sequent concentration of population and political power in the terminal 
cities of Panama and Colon and the virtual isolation and neglect of 
rural areas. 

Rural conditions are still bad. While 64 percent of the population 
live in rural areas, agriculture contributes only about one-third of the 
national income. Responsibility for lagging agricultural production 
lies in large measure in the prevailing system of land tenure. Less 
than 8 percent of the land surface is privately owned.” Most of the 
best land suited for cropping is being used for extensive livestock 
raising and is producing only a fraction of its capacity.*°° Meanwhile, 
nearly one-half of the occupied farmland is held by squatters (85 
percent of the farmers), most of whom hack out a bare subsistence 
on the relatively poor land which is available to them. They have 
no security of tenure and consequently no access to credit and little 
incentive to improve their farming methods.*! 

The overwhelming majority of farms have no animal or mechanized 
power, 99 percent using only handtools for cultivation.” In addition, 
rural transportation is very poor. Only 8 percent of farmers send 
their produce to market by truck, while 77 percent still depend upon 
packhorse, human carriers, or boat. The balance send nothing, con- 
tributing zero to the economy.” 

Meanwhile, population growth in rural areas is high, estimated at 
between 3 and 3.5 percent per annum.“ Poor living conditions have 
resulted in wholesale migrations to the cities in search of employment, 
creating there an explosive mixture of extreme crowding, unhealthful 
slums, and unemployment. 

Panama’s economic difficulties lie not in the presence of the canal, 
but in local indifference for centuries to the development of other po- 
tentially profitable resources. Fortunately, Panamanian authorities 
now are directing their attention to the serious imbalance which exists 
in the economy. The Panama Canal, far from being a deterrent to 

2 P. A. Reid, ‘‘ Agricultural Development of Panama,’’ prepared by the International Bank for Recon- 
ss for the Government of the Republic of Panama, Washington, 1957, p. 7. 

3 Ibid., p. 8. 

2 Tbid., p. 9. 


% Tbid., p. 13. 
44 Ibid., p. 4. 
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development, makes a sizable and steady contribution to the Nation’s 
coffers. 

In addition to the canal’s economic value, Panama, as a member of 
the inter-American community pledged to the defense of the Western 
Hemisphere from aggression, is as deeply concerned with the strategic 
value of the canal as is the United States. 


V. U.S. Conrrisutions To PANAMA’s DEVELOPMENT 


The United States has contributed substantially to the well-being 
and the progress of the Republic of Panama. Construction of the 
canal brought a large injection of capital and employment to the 
isthmus. At that time Panama City had an estimated population of 
18,000 and Colon about 6,000. The entire region was backward, with 
no paved streets and roads, no sewer and water systems. 

The battle waged by U.S. health officers during the construction 
period against mosquito-borne yellow fever is world renowned. Since 
the new little Republic lacked the resources to provide essential health 
services, Canal Zone authorities provided water, removed the sewage, 
and maintained the sanitary and public health services in Panama 
City and Colon as well as in the Canal Zone.* What had once been 
regarded as a tropical graveyard became a relatively healthful place 
to live. 

Monetary benefits to Panama stemming from the presence of the 
canal, such as wages to many thousands of Panamanian citizens em- 
ployed in the zone, purchases in the Republic of Panama of supplies 
and services by the Panama Canal C ompany, and purchases made in 
Panama by the residents of the Canal Zone, were discussed previously 
(see p. 13). 

Another U.S. contribution to Panama’s progress was the construc- 
tion of the Transisthmian Highway which crosses the Republic from 
Panama City to Colon, at a cost of $9,785,000 (completed in 1949). 
The United States continues to assume full responsibility for mainte- 
nance of the highway. 

Under terms of the 1955 treaty with Panama, construction of the 
Balboa Bridge across the canal is now underway at an estimated cost 
to the United States of $20 million. 

Under various assistance programs, the United States has made 
the following contributions to the Republic of Panama in the period 
from July 1, 1945, to June 30, 1959: * 


[In millions of dollars] 


REIN ARN tl Sa ate ek ed ci eee i ee 10. 3 
Special assistance (Smathers amendment fund)—for sewerage in Panama awe 
rm FSI TT Se ELS Shs OL 0 PE d 
Publie Law 480 (title I1I)—contributions by voluntary relief agencies.... 5. 2 
Inter-American highway—% cost of construction --~.-_-_.__-_---------- 22. 3 

NIE, «ade blanc coe alka ak = ae tate ste been ies ei 2 Se Sheet aici a 39. 8 


38 Responsibilities of the Canal Zone government for health in the terminal cities ended in 1953, after 50 
years; they were transferred to the Republic of Panama in 1953-55. Responsibility for water supply, sewer- 
age, garbage disposal, etc., was transferred in 1953-54 to a newly created department within the Ministry 
of Labor, Social Welfare and Public Health. 

% ICA, Office of Statistics and Reports, U.S. External Assistance, Obligations and Commitments, July 1, 
1945 through June 30, 1959. 
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In addition, the following loans have been extended to Panama 
by the Export-Import Bank: ” 


{In millions of dollars] 









June 21, 1948 (El Panama Hotel) -____--- ees 2. 5 
July 26, 1951 (supplementary financing for El Panama Hotel) - 1.5 
June 14, 1957 (for financing Panama’s 4 contribution to construction of 
Inter-American ON Oe  cisicnne cde eee Shae dew nan ee 
July 27, 1059,(airport equipment) 6.55 6 6e oni pees eke nl5--eJ.- L.: cee 








The Republic of Panama has met its obligations to the Export- 
Import Bank promptly. 

The Republic of Panama’s economy also has received a boost from 
nongovernmental U.S, sources Direct private U.S. investments in 
Panama, covering a large range of interests which include manu- 
facturing, public utilities, agriculture, banks, trading operations, real 
estate, insurance, brokerage houses, and petroleum, amounted to an 
estimated $240 million in 1958.%° These investments amount to 
roughly 50 percent of private capital invested in Panama, 48 percent 
of the total being Panamanian and the remaining 2 percent French, 
Swiss, and British interests.* 


















VI. Current Points or Friction BETWEEN PANAMA AND THE 
UNITED STATES 















THE CANAL ZONE 





A. SOVEREIGNTY IN 





Recently there has been much agitation in Panama regarding the 
question of sovereignty in the Canal Zone. On two occasions in 
November 1959, mobs led by rabble rousers tried to force entry into 
the Canal Zone in order to plant Panamanian flags there as symbols of 
Panama’s sovereignty. On November 3 the Governor of the zone 
was compelled to call for U.S. Armed Forces to help quell the ensuin 
violence. Within the week Panama’s unicameral congress aaa 
not to rest until the Panamanian flag was raised “on our territory.” 
During the second attempt on November 28 to invade the zone, it 
took Panama guardsmen working alongside U.S, troops 3 hours to 
turn back the mob. 

On November 26 the Panamanian Ambassador in Washington 
delivered a note at the Department of State asking the United States 
to consider the desire of Panama to fly its flag in the zone. 

Sectors of the Panamanian press and several demagogic politicians 
keep the issue red hot. It is also reported that envoys from Cuba 
and Egypt actively encourage anti-U.S. sentiments. Cuban agi- 
tators participated in the riots of November 28. The United 
Arab Republic delegation is said to be the most active diplomatic 
mission in Panama although there are few Arab residents and virtually 
no Arab commercial interests.“ Cairo beams two broadcasts nightly 
to Panama almost entirely devoted to the alleged unfair treatment 
Panama is receiving from the United States with respect to the canal."! 

























37 Export-Import Bank, Office of the Secretary. 

% U.S. Department of Commerce, Office of Business Economics. (This preliminary figure excludes 
shipping operations, investments by Americans who are residents in Panama, and that portion of holding 
companies’ assets engaged in business in third countries.) 

3% U.S. Department of Commerce, Panama desk. 

40 New York Times, Washington split on Panama policy, Dec. 3, 1959, p. 15; Cuban and Arab active in 
Panama, Mar. 13, 1960, p. 1. 
41 New York Times, Washington split on Panama policy, ibid. 
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The issue of sovereignty in the Canal Zone is almost as old as the 
treaty of 1903 which was intended to define the respective powers of 
Panama and the United States with relation to the Canal Zone. 
The United States had hardly taken formal possession of the Canal 
Zone when disagreement occurred over the scope of U.S. powers 

The first Panamanian protest arose in 1904 after the United States 
established ports of entry, customhouses, tariffs, and post offices in 
the zone. The ensuing diplomatic correspondence between Pana- 
manian Minister to W ashington José de Obaldia and Secretary of 
State Hay sets forth the classic positions held by Panama and the 
United States down to the present time. 

The differing Panamanian-United States interpretations of the 
treaty of 1903 with regard to sovereignty hinge primarily on articles 
II and III of that pact. The pertinent part of article II declares: 


The Republic of Panama grants to the United States in 
perpetuity the use, occupation, and control of a zone of land 
and land under water for the construction, maintenance, 
operation, sanitation and protection of said canal of the 
width of 10 miles. * * * 


Article III states: 


The Republic of Panama grants to the United States all 
the rights, power, and authority within the zone mentioned 
and described in article IT of this agreement and within the 
limits of all auxiliary lands and waters mentioned and de- 
scribed in said article I] which the United States would 
possess and exercise if it were sovereign of the territory 
within which said lands and waters are located to the entire 
exclusion of the exercise by the Republic of Panama of any 
such sovereign rights, power, or authority. 


According to Minister Obaldia, U.S. jurisdiction is not full and 
complete, but a delegated and limited jurisdiction granted to the 
United States only in matters pertaining to ‘‘the construction, mainte- 
nance, operation, sanitation, and protection of said canal.’’ Moreover, 
Obaldia argued, the term “‘if it were sovereign”’ in article II] implies 
that the United States is not sovereign. He claimed that if Panama 
had had any intention of ceding sovereignty of the Canal Zone, only 
two articles would have been necessary in the treaty: “‘one specifying 
the thing sold and the other expressing the price of the sale.”’ * 

Secretary of State Hay replied to the Minister’s note as follows: * 


If it could or should be admitted that the titular sovereign 
of the Canal Zone is the Republic of Panama, such sovereign 
is mediatized by its own act, solemnly declared and publicly 
proclaimed by treaty stipulations, induced by a desire to 
make possible the completion of a great work which will 
confer inestimable benefit upon the people of the isthmus 
and the nations of the world. It is difficult to believe that 
a member of the family of nations seriously contemplates 
abandoning so high and honorable a position in order to 
engage in an endeavor to secure what at best is.a barren 
scepter. 





42 Quoted in McCain, op. cit., p. 30 
4 Reply of Secretary of State to Sefior de Obaldfa, Oct. 24, 1904. In hearings before the Committee on 
Interoceanic Canals of the U.S. Senate, Washington, Government Printing Office, 1906, vol. III, p. 2378. 
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Under the stipulations of article III, if sovereign powers 
are to be exercised in and over the Canal Zone, they must 
be exercised by the United States. Such exercises of power 
must be, therefore, in accordance with the judgment and 
discretion of the constituted authorities of the United States, 
the governmental entity charged with responsibility for 
such exercise, and not in accordance with the judgment and 
discretion of a governmental entity that is not charged with 
such responsibility and by treaty stipulations acquiesces in 
“the entire exclusion of the exercise by it of any sovereign 
rights, power, or authority’? in and over the territory 
involved. 

Article II provides that “‘the Republic of Panama grants 
to the United States in perpetuity the use, occupation, and 
control of a zone of land and land under water for the con- 
struction, maintenance, operation, sanitation, and protection 
of said canal.’’ 

The Panamanian authorities now contend that the words 
“for the construction, maintenance, operation, sanitation, 
and protection of said canal’’ constitute a limitation on the 
grant; that is to say, that the grant is confined to the pur- 
poses so stated. The position of the United States is that 
the words ‘for the construction, maintenance, operation, 
sanitation, and protection of said canal’’ were not intended 
as a limitation on the grant, but are a declaration, and 
appropriate words of conveyance. 


Secretary of State Hay’s definitive declaration of U.S. rights in 
the Canal Zone by no means brought to an end the first major con- 
troversy regarding sovereignty in the Canal Zone. Tension mounted 
on the isthmus, and as Secretary of War William H. Taft later testified, 
“it led to passive resistance by Panama to the making or carrying out 
of any agreement between the United States and the Panamanian 
authorities necessary in the progress of our work.’’ “ 

Taft was dispatched to the isthmus in November 1904 to settle 
Panama’s grievances. To do so he amicably worked out an arrange- 
ment with Panamanian authorities designed to ease the situation 
during the construction period. It specifically provided, however, 
that it could not be interpreted as a restrictive or enlarging construc- 
tion of the treaty. 

Taft’s minutes of his conferences with President Amador of the 
Republic of Panama reflect the care he exercised not to jeopardize 
U.S. rights in the zone: 


Assuming the power to the extent declared in Secretary 
Hay’s note, how far can I go in waiving the exercise of 
these powers and withholding the exercise of powers al- 
ready exercised, so as to assure the Government of Panama 
that we wish to exercise no powers that we do not deem 
necessary in the construction, maintenance, and. protection 
of the canal? 

Now, I am not in a position to waive absolutely—I mean 
to give up the right to exercise—those powers, but I am 


“ Hearings, ibid., p. 2524. 
45 Tbid., p: 2589. 
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given authority by the President to establish now, subject 
to action by Congress, a nonexercise of those pcwers, such 
as I hope will be satisfactory to the Government of the Re- 
public, and will continue indefinitely until the construction 
of the canal shall so affect the relations and conditions existing 
as to require a new adjustment of the relations between 
the two Governments. 


Taft’s view on the question of sovereignty in the Canal Zone is 
further defined in his report to President Roosevelt of his negotia- 
tions with Panama: * 


The recognition that a citizen of the Republic of Panama 
may reside in the Canal Zone and not lose his rights as a 
citizen to the exercise of the elective franchise in the Repub- 
lic it was wise to make. The truth is that while we have all 
the attributes of sovereignty necessary in the construction, 
maintenance, and protection of the canal, the very form in 
which these attributes are conferred in the treaty seems to 
yreserve the titular sovereignty over the Canal Zone in the 
Seouiale of Panama, and as we have conceded to us com- 
plete judicial and police power and control over the zone 
and the two ports at the end of the canal, I can see no reason 
for creating a resentment on the part of the people of the 
isthmus by quarreling over that which is dear to them but 
which to us is of no real moment whatever. 


A year and a half later, while testifying before the Senate Com- 
mittee on Interoceanic Canals, Secretary of War Taft made his now 
famous statement which is frequently referred to in discussions regard- 
ing sovereignty in the Canal Zone: “ 


[Article III] is peculiar in not conferring sovereignty 
directly upon the United States, but in giving to the United 
States the powers which it would have if it were sovereign. 
This gives rise to the obvious implication that a mere titular 
sovereignty is reserved in the Panamanian Government. 
Now, I agree that to the Anglo-Saxon mind a titular sover- 
eignty is like what Governor Allen, of Ohio, once character- 
ized as a ‘barren ideality,’’ but to the Spanish or Latin mind 
poetic and sentimental, enjoying the intellectual refinements, 
and dwelling much on names and forms, it is by no means 
unimportant. 


FP Neither Panama nor the United States subsequently has budged on 
their respective constructions of the terms of the treaty of 1903. In 
1924, after negotiations to replace the Taft agreement had gone ahead 
intermittently since 1915, Secretary of State Hughes stated in con- 
versation with the Panamanian Minister: * 


This Government would never recede from the position 
it had taken in the note of Secretary Hay in 1904. This 
Government could not and would not enter into any discus- 
sion affecting its full right to deal with the Canal Zone under 
4 Tbid., p. 2399. 
« Tbid., p. 2527. 
48 Memorandum by the Secretary of State of a conversation with the Panamanian Minister (Alfaro), 


Dec. 15, 1923. ‘Foreign Relations of the U.S. Government, 1923,’’ vol. II, Washington, Government 
Printing Office, 1938, p. 684. 
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article III of the treaty of 1903 as if it were the sovereign of 
the Canal Zone and to the exclusion of any sovereign rights 
or authority on the part of Panama * * *. This must be 
regarded as ending the discussion of that matter. 


The two major revisions of the treaty of 1903—the General Treaty 
of Friendship and Cooperation of 1936 and the Treaty of Mutual 
Understandings and Cooperation of 1955—amend and supplement the 
original pact but leave intact the controversial articles IT and IIT of 
the early agreement. 

During hearings in the Foreign Relations Committee of the U.S 
Senate on the 1955 treaty with Panama, Assistant Secretary of State 
for Inter-American Affairs, Henry Holland, revealed that the Depart- 
ment of State was still zealously on guard against any diminution, 
then or in the future, of what the United States regarded as its rights in 
the Canal Zone. The following exchange took place at the hearings: * 


Senator Wiiey. As I understood from you, Secretary Hol- 
land, there is nothing in this present treaty that would in the 
slightest degree depreciate all the attributes of sovereignty 
that we possess. 

Mr. Houuanp. That is true; and so true is it, that in the 
course of the negotiations the Panamanians advanced several 
small requests which, one by one, had considerable appeal, 
but all of which we refused because we did not want to leave 
one grain of evidence that could a hundred years hence be 
interpreted as implying any admission by the United States 
that we possess and exercise anything less than 100 percent 
of the rights of sovereignty in this area. 

For example, they asked that ships transiting the canal, as 
a token of deference to Panama, fly the Panamanian flag as 
well as the U.S. flag. 

Now, it seemed, perhaps, a little unfriendly to say, “ No, 
because while the gentlemen representing ‘Panama would 
never have any misunderstanding as to why that might be 
done, generations coming after us might have some mis- 
understanding as to why that was done, and we felt we could 
not agree to do anything, nor would the Senate approve it if 
we were to agree to it, which could be construed a hundred 
years hence as receding 1 millimeter from the position that we 
possess and exercise all of the rights that we would have if 
we were the sovereign in that area 


” 


Some Panamanian politicians and jurists and various publicists 
turn from arguing the legal constructions placed on the treaty of 
1903 to criticizing the manner in which the pact was negotiated. They 
protest that the treaty was negotiated by a Frenchman, in haste 
(see p. 23), and cast somber doubts as to his motivation and that of 
the provisional Panamanian government which ratified the treaty. 
In these arguments it is customary to refer to the letter from Secretary 
of State Hay to Senator Spooner on January 20, 1904,” in which he 
points out the advantages of the treaty to the United States and 
cautions against giving Panama more time to ponder. 

4 U.S. Senate, 84th Cong., Ist sess., Committee on Foreign Relations, hearings before the Committee on 


. Foreign Relations, the Panama Treaty, Washington, Government Printing Office, 1955, p. 164. 
® See p. 10 for the complete text. 
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This attack on the basic document governing Panama’s relations 
with the United States has an emotional appeal to the national pride 
of the Panamanian people. Nevertheless, by ratifying negotiations 
in both 1936 and 1955, Panamanian authorities have reaffirmed the 
handiwork of their founding fathers. 

The small group which traditionally has controlled Panama’s Gov- 
ernment and newspapers has been wont to condemn North American 
“imperialism.” This tactic serves a triple purpose. It provides a 
convenient sc apegoat for their own impotency in solving the nation’s 
pressing ec onomic problems; it is an effective vote getter among a 
populace which is extremely sensitive to slights to the national pride; 
and, finally, Panamanian leaders can exploit the nationalistic senti- 
ment they have whipped up to enhance their bargaining power with 
the United States. 

Egyptian nationalization of the Suez Canal in 1956 added fuel to 
the already well-stoked flames of nationalism in Panama. Panama 
protested to the United States and Britain for not having been 
invited to the London conference concerning the Suez Canal in view 
of the fact that “it was necessary and proper, and of special impor- 
tance” that it participate in the talks since “the Suez Canal has 
fundamental analogies with the Panama Canal.” Secretary of State 
Dulles asserted that there was no question of sovereignty in the zone 
since “‘the United States has all the rights which it would possess if it 
were sovereign.” *! 

In March 1957 a conference on the juridical aspects of the Panama 
and Suez Canals was held under the auspices of the University 
of Panama with representatives present from eight Latin American 
countries. Former Foreign Minister Octavio Fabrega, who headed 
Panama’s delegation to W ashington to negotiate the treaty of 1955 
(which left intact the relevant terms of the treaty of 1903), asserted 
that Panama’s grant of the Canal Zone to the United States in 
perpetuity was inconsistent with the sovereignty of the nation.” 

Following the attempts in November 1959 to plant the Panamanian 
flag in the Canal Zone as a symbol of Panama’s sovereignty, President 
Eisenhower and Deputy Under Secretary of State Livingston Mer- 
chant made policy statements which bear upon the question. The 
Deputy Under Secretary, on a visit to Panama, made the following 
statement on November 24: 


During the course of our discussions, in response to a 
question by the President of Panama, I assured him that the 
policy of the U.S. Government with respect to the status of 
the Canal Zone remains as it had been stated more than 50 
years ago to the effect that the United States recognizes that 
titular sovereignty over the Canal Zone remains in the 
Government of Panama.” 


A week later in his press conference, President Eisenhower stated: 


* * * T do in some form or other believe we should have 
visual evidence that Panama does have titular sovereignty 
over the region. 


5} The New York Times, Aug. 29, 1956, p. 4. 

82 Perpetual pacts termed invalid. New York Times, Mar. 31, 1957, p. 15. 

8 Panama reassured on titular sovereignty in Canal Zone, statement by Deputy Under Secretary Mer- 
chant, Department of State Bulletin, Dec. 14, 1959, p. 859. 


54 Transcript of the President’s news conference on foreign and domestic matters, the New York Times, 
Dec. 3, 1959, p. 18. 
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B. COMMISSARIES 


Another controversy which extends back to the construction era 
relates to the operation of commissaries in the Canal Zone. In order 
to make living palatable, indeed possible, for workers who were 
imported to the isthmus to work on the canal, the U.S. Government 
opened supply stores in the Canal Zone. As early as 1904 Secretary 
of War Taft noted the “great alarm” felt by Panamanian merchants 
“lest the United States might use the clause of the Hay-Varilla Treaty 
which permits the United States to import free of duty into 
the isthmus all machinery, equipment, material, and supplies needed 
by it or its employees in the construction of the canal to break up 
their normal business in native supplies in the zone.” © 

President Roosevelt sent his Secretary of War, Taft, to the isthmus 
to work out an agreement designed to allay Panamanian fears. In 
his instructions to Taft, he noted: 


Apparently they fear lest the effect be to create out of part 
of their territory a competing and independent community 
which shall injuriously affect their business, reduce their 
revenues, and diminish their prestige as a nation * * *. We 
have not the slightest intention of establishing an independent 
colony in the middle of the State of Panama, or of exercising 
any greater governmental functions than are necessary to 
enable us conveniently and safely to construct, maintain, 
and operate the canal under the rights given us by the treaty. 
Least of all do we desire to interfere with the business and 
prosperity of the people of Panama. 


To pacify Panamanian fears, Taft included a proviso in the modus 
vivendi of December 1904, which provided for the importation and 
sale of merchandise “necessary and convenient” for the officers, 
employees, workmen, and laborers in the service and in the employ 
of the United States, and for their families, but which excluded from 
the benefits of the commissaries— 


all employees and workmen who are natives of tropical 
countries wherein prevail climatic conditions similar to 
those prevailing on the Isthmus of Panama, and who there- 
fore may be presumed to be able to secure the articles of food, 
clothing, household goods, and furnishings, of the kind and 
character to which they are accustomed, from the merchants 
of Panama, Colon, and the towns of the Canal Zone.” 


In the event that— 


such merchants charge prices in excess of legitimate profit, 
or practice other extortion, the United States, for the protec- 
tion and assistance of all its employees, whether from the 
tropical or Temperate Zone, will supply its commissaries 
with such staple articles as are required and desired by the 
inhabitants of tropical countries, and permit all its employees 
and workmen and those of its contractors to avail themselves 

55 Statement of Hon. William H. Taft, Secretary of War, Apr. 18, 1906, hearings before Committee on 

Interoceanic Canals, op. cit., p. 2527. 
8 President Theodore Roosevelt to Secretary of War William Howard Taft, Oct. 18, 1904, hearings before 
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of the benefits and privileges afforded by said Government 
commissaries.*® 

In 1905, service of the commissaries was extended to all Govern- 
ment workers because, as Taft told the Senate Committee on 
Interoceanic Canals 

after a sudden influx of laborers, the merchants of the zone 
were apparently quite short of provisions, or else they 
attempted to make a corner upon them.” 

After the crash construction program for the canal was completed 
and activities in the zone settled down to a more steady tempo, 
Panamanian merchants renewed their laments that U.S.-operated 
commissaries were depriving them of their legitimate market in the 
zone. In negotiations during 1919 to replace the Taft modus vivendi 
of 1904, Panamanian authorities charged that one-half the people in 
Panama C ity and Colon used articles bought in the commissaries and 
smuggled from the zone.” With the canal construction completed, 
the merchants claimed that the United States no longer was justified 
in underselling them and driving them out of competition. 

During negotiations for a new treaty Minister Ricardo J. Alfaro 
called attention to the old grievance that the Panama Railroad 
Company operated 

* * * commissaries, livery stables, garages, baggage trans- 
portation within the cities of Panama and Colon, dairies, 
poultry farms, butcheries, packing and refrigerating plants, 
soap factories, laundries, plants for roasting and packing 
coffee, sausage and canned meat factories, ironworks, car- 
penter shops, and cooperages, ete. * * * © 

The treaty of 1926 did contain an article stating that purchases 
from commissaries should be limited to employees of the American 
Government, their families and diplomats accredited to and designated 
by the Panamanian Government. The Panamanian Congress, how- 
ever, failed to ratify the treaty after public opinion became stirred 
over the provision that Panama should enter any war in which the 
United States was engaged. 

When complaints again were made against the Canal Zone com- 
missaries in 1927, the Department of State answered bluntly: ““When 
the ratifications of this treaty are exchanged, the question will be 
definitely settled.” ® 

With Panama deep in the throes of the world depression in 1933, 
President Arias decided to make a personal appeal to the new admin- 
istration in Washington. After several conferences, he and President 
Franklin Roosevelt issued a joint statement that the treaty of 1903 
now covered only 


the use, occupation, and control by the United States of 
the Canal Zone for the purpose of maintenance, operation, 
sanitation, and protection of the canal— 


and that the— 


Republic of Panama is recognized as entitled, as a sovereign 
nation, to take advantage of the commercial opportunities 


58 Thid. 
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inherent in its geographical situation so far as that may be 
done without prejudice to the maintenance, operation, sani- 
tation, and protection of the Panama Canal by the United 
States of America which is earnestly desirous of the pros- 
perity of the Republic of Panama. 


The United States agreed to prohibit sales of ‘‘tourist’’? goods by the 
commissaries for disposal on ships in transit through the canal, to 
exercise special vigilance to prevent contraband trade in articles 
purchased in the commissaries, and to regulate other sales by the 
commissaries to ships ‘“‘with the interest of Panamanian merchants 
in view.” 

In 1936 a new General Treaty of Friendship and Cooperation em- 
bodied a number of revisions in the economic relations between the 
United States and Panama in the Canal Zone. In order to enable 
Panama to take advantage of “‘the commercial opportunities inherent 
in its geographic situation,” the United States agreed to confine sales 
in the commissaries to U.S. employees and Armed Forces; to impose 
specific restrictions for regulating the sales by commissaries to ships 
and tourists passing through the canal; to cooperate in the preven- 
tion of contraband trade; and to prohibit the establishment in the 
Canal Zone of any new ‘private businesses, with the exception of 


those— 


having a direct relation to the operation, maintenance, sani- 
tation, or protection of the canal, such as those engaged in 
the operation of cables, shipping, or dealing in oil or fuel. 


The United States retained freedom of decision as to which businesses 
have a ‘direct relation” to the operation and maintenance of the canal. 

The treaty of 1936 did not lay to rest the controversy over the 
Canal Zone commissaries. For a period after the exchange of ratifi- 
cations in 1939 Panamanian grievances lay dormant. This hiatus 
was due more to the local prosperity resulting from U.S. wartime 
expenditures on the isthmus than to results produced by the treaty. 

During the war years a number of processing facilities were installed 
in Panama to meet local needs for goods which no longer could be 
imported and to fulfill requirements of the influx of Armed Forces 
personnel.® As U.S. expenditures tapered off in the postwar period, 
the new enterprises operated at partial capacity. Strong pressure 
was brought by Panamanian industry and commerce for withdrawal 
of the Panama Canal Company from the manufacturing and process- 
ing in the zone of a wide range of consumer items and for a halt to the 
sale of tax- -exempt and duty-free goods imported for sale in the zone 
commissaries. 

A new basic agreement between the United States and Panama in 
1955 again tackled the problem of the commissaries. Item 9 of the 
memorandum of understandings attached to the treaty of 1955 states: 


With respect to the manufacture and processing of goods 
for sale to or consumption by individuals, now carried on by 
the Panama Canal Company, it will be the policy of the 
United States of America to terminate such activities when- 
ever and for so long as such goods, or particular classes 


8 In 1942 and 1943 the zone’s population more than doubled as compared with 1940, 
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thereof, are determined by the United States to be available 
in the Republic of Panama on a continuing basis, in satis- 
factory qualities and quantities, and at reasonable prices. 
The United States will give prompt consideration to a re- 
quest in writing on the part of the Government of Panama 
concerning the termination of the manufacture or processing 
of any goods covered in this item as to which the Govern- 
ment of Panama may consider the criteria specified in this 
item to have been met. 


In the course of the Senate hearings on the treaty of 1955, repre 
sentatives of various Canal Zone organizations indicated deep fears 
regarding the quality, availability, and price of food products from 
Panama and the consequent possible deterioration in the living 
standards of zone residents. Department of State representatives 
testified that every safeguard would be taken to assure sufficient 
supplies of good quality. 

In accord with item 9 of the memorandum of understandings, the 
following Panamanian requests for discontinuance of Canal Company 
activities have been allowed: slaughter house with related meat process- 
ing plants; carbonated beverage plant; oxygen and acetylene gas 
plant; ice-manufacturing plant; industrial laboratory involving the 
manufacture or processing of some 200 food, drug, and other items 
(such as mouthwash, shaving lotion, ete.).™ 

The following requests for discontinuance have not been allowed: 
dairy (Panama does not have the capacity to produce sufficient quan- 
tity meeting sanitary standards); bakeries (as in the case of dairy 
products, it is believed that the Republic of Panama cannot produce 
enough products meeting sanitary standards) ; laundry and dry clean- 
ing plants and tire recapping plant (the Panama Canal Company 
contends that this is not the type of activity contemplated in item 9 
of the memorandum of understanding).® 

The dire consequences predicted by some residents of the Canal 
Zone do not appear to have materialized. During February 1960, 
on the average, food prices on the Canal Zone were 1.8 percent lower 
than those in effect in the average city in the United States. At the 
same time, all U.S. employees of the Canal Company and zone gov- 
ernment are paid a 25-percent differential rate above that of U.S. 
Government employees in continental United States and even Depart- 
ment of State employees in the Republic of Panama. 

The treaty of 1955 makes further concessions to the Republic of 
Panama with regard to sales and services by commissaries in the Canal 
Zone. The privilege of availing themselves of services offered in the 
zone is withdrawn after December 31, 1956, from persons employed 
by zone. agencies, who are not citizens of the United States and who 
do not actually reside in the zone, thus requiring them to purchase the 
services they desire within the Panamanian economy (item 6, memoran- 
dum of understandings). 

The memorandum of understandings also provides (item 4) for the 
withdrawal of the United States, with a few exceptions, from the 
business of selling supplies to ships transiting the canal. 

* Department of State, Panama desk. 
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C. THIRD-COUNTRY PURCHASES 





Another sore point with Panama over the years has been the 
practice of Canal Zone agencies of buying supplies in the cheapest 
world market for resale in the zone commissaries and post exchanges. 
Merchandise so purchased entered the zone duty free. Items included 
everything from staples, like New Zealand meat, to luxury items like 
diamonds and Oriental wood carvings. Panama complained that 
such imports constituted unfair competition with Panamanian mer- 
chants who must pay Panamanian duties on similar articles. 

During the negotiations of the treaty of 1955, Panama proposed 
that the United States formally agree that all items needed or desired 
either by individuals or for the maintenance, functioning, and defense 
of the canal (except war materiel) would be purchased by U.S. Govy- 
ernment agencies from Panamanian production, commerce, and in- 
dustries, subject to certain provisos with respect to price, quality, 
and availability. This proposal was in line with Panama’s assump- 
tion that the commerce and industry of Panama should be enabled 
to take advantage of the market offered by the Canal Zone.” 

According to the Secretary of State’s report to the President regard- 
ing the treaty of 1955, the United States ‘‘could not agree to a sub- 
sidization of the Panamanian economy at the expense of individuals 
residing in the zone or in connection with the importation of materials 
require for the maintenance, operation, and defense of the canal.” ® 

Two general statements were included in the memorandum of 
understandings attached to the treaty of 1955 relative to the problem 
of third-country purchases. 


Item 7. It is and will continue to be the policy of the 
Panama Canal agencies and of the Armed Forces in the 
Canal Zone in making purchases of supplies, materials and 
equipment, so far as permitted under U:S. legislation, to 
afford to the economy of the Republic of Panama full 
opportunity to compete for such business. 


In the words of the Secretary of State, “item 7 represents the full 
extent to which the interested agencies of this Government con- 
sidered it feasible to go in this matter.” © 


Item 8. In general connection with the matter of the im- 
portation of items of merchandise for resale in the sales 
stores in the Canal Zone, it will be the practice of the agencies 
concerned to acquire such items either from U.S. sources or 
Panamanian sources unless, in certain instances, it is not 
feasible to do so. 


The Secretary of State’s explanatory note to the President gives 
the Department’s interpretation of item 8: 


The undertaking in item 8 was drafted with a view to 
alleviating irritations which have arisen with respect to the 
sale in the zone of so-called luxury items. Panama is not 
given a monopoly over sales of the kind to which this item 

~ @ U.S, Senate, 4th Cong., Ist sess., hearings before the Committee on Foreign Relations, ‘The Panama 
ba Oi Washington, Government Printing Office, 1955, p. 15. 
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relates, and in certain circumstances the zone agencies retain 
their freedom to acquire desired items elsewhere. 


Shortly after the treaty of 1955 was concluded, the Panama Canal 
Company restricted sales of so-called luxury items in the commissaries 
to those which sold for less than $50. No restrictions were placed by 
the Defense Department upon sales in the post exchanges. 

Panama resentment over third country purchases did not abate 
with the signing of the treaty of 1955. Panama interpreted item 8 of 
the memorandum of understandings in broader terms than did the 
United States. In the Panamanian view, item 8 did not specify 
luxury items and was not intended to have such a restrictive inter- 
pretation. Panama argued that the requirement to purchase supplies 
from either the United States or Panama should apply to all U.S. 
purchases for resale in the zone. 

The ensuing controversy hinged more on the word “feasible.” The 
Panama Canal Company and the Department of Defense took the 
position that “feasibility” should be determined in terms of price, 
quality, and assured supply. Panama, on the other hand, insisted 
that it means supplies must be purchased in the United States or 
Panama unless it is impossible to buy them in either place. 

Within the United States a split developed on U.S. policy. The 
Armed Forces and Panama Canal Company felt concern lest Panama 
sources of such items as beef and lamb (which, imported from New 
Zealand and Australia, retailed in the zone for 25 cents per pound) be 
higher priced and of inferior quality. The Department of State, on 
the other hand, held the view that U.S. foreign policy should not be 
determined by certain fringe benefits to U.S. employees, especially 
those enjoying a 25-percent wage differential over rates in the United 
States. According to the Department of State, Panama’s economic 
viability and political stability should be the prime considerations 
upon which U.S. policy is formulated. Accordingly, the United 
States should assist Panama in achieving the benefits to be derived 
from the presence of the Panama Canal down the middle of the nation. 

In October 1959, the Panama Canal Company decided to purchase 
all items for resale in the zone from either the Republic of Panama or 
the United States. Thus, all merchandise for sale in zone commissaries 
will pass through either United States or Panama customs barriers. 

The Department of Defense, fearful lest such a purchasing policy 
would establish a precedent in its worldwide operations, resisted the 
change. On March 15, 1960, at the insistence of President Eisen- 
hower, it was announced that henceforth the Department of Defense 
would purchase all supplies except gasoline for its operations in the 
Canal Zone from either Panama or the United States. The Armed 
Forces also fell into line with the Panama Canal Company’s existing 
policy of a $50 limit on luxury items that can be sold in post exchanges, 

The new ban on third country purchases should bring to an end 
one of the foremost points of friction between the Republic of Panama 
and the United States. 

Side effects of the ban are already visible. The Panama Canal 
Company sent purchasing parties all over the Republic of Panama to 
start farmers cooperatives, and point 4 technicians are teaching cattle 
growers how to bring meat up to standards. While promoting much 
needed diversification of the economy, these efforts are engendering an 
incalculable reservoir of good will. 
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D. WAGE AND EMPLOYMENT OPPORTUNITIES IN THE ZONE 


No issue has aroused more bitterness in Panama than the charge 
that Panamanian citizens are being discriminated against in the Canal 
Zone with regard to wages and employment opportunities. 

The roots of the problem stretch back to construction days. Skilled 
laborers, most of whom were U.S. citizens, were paid in gold, whereas 
other laborers, mostly natives from the tropical lands of Panama, 
Jamaica, Puerto Rico, and the West Indies, were paid in silver. Wages 
of “silver” employees were generally set at levels equal to or slightly 
above those prevailing for native labor in the Caribbean area, the 
theory being that such wages provided for their accustomed standard 
of living. 

The American mechanics and artisans who contributed their skills 
to the construction of the canal found little in common either with 
the cultured white Panamanians of Spanish descent or with the pre- 
dominantly Negro laboring force. Separate housing areas, schools, 
and commissaries sprang up in the Canal Zone to meet their needs. 

The concept of ‘‘silver’’ and “gold” employees almost inevitably 
took on aspects of racial and nationality discrimination and came to 
be a severe irritant to Panamanians of all racial origins. 

The idea that Panamanians should have access to equal opportuni- 
ties for employment had little acceptance among U.S. residents of 
the Canal Zone. For many years only citizens of the United States 
were eligible for employment in executive, supervisory, professional, 
subprofessional, and clerical positions. Representatives of organized 
labor in the Canal Zone, especially during the depression, lobbied for 
the replacement of ‘‘silver’’ employees in artisan groups with citizens 
of the United States. 

First official recognition of Panama’s desire to secure equal treat- 
ment for its nationals in the Canal Zone’s labor policy occurred in 

1936. In an exchange of notes ancillary to the 1936 general treaty, 
it was stated that the United States— 


will favor the maintenance, enforcement, or enactment of 
such provisions, consistent with the efficient operation and 
maintenance of the canal and its auxiliary works and their 
effective protection and sanitation, as will assure to Pana- 
manian citizens employed by the canal or.the railroad equal- 
ity of treatment with employees who are citizens of the 
United States of America.” 


In 1948 the silver and gold roll designations were replaced. The 
Canal Zone Government and the Panama Canal Company then 
followed a practice of dividing positions into two categories, ‘U.S. 
rate” and “local rate.” In theory, non-US. citizens were eligible for 
“U.S. rate” positions, if qualified. In practice, less than 4 percent of 
jobs classified as “U.S. rate” were filled by non-U.S. citizens. The 
Armed Forces maintained its worldwide policy, that is, a dual-wage 
system whereby all jobs, regardless of their nature, had two wage 
rates, one for U.S. citizens (U.S. rate’’) and one for non-U.S. citizens 
(‘local rate’’). 

In a joint statement issued October 1, 1953, by the President of 
the United States and the President of Panama, the principle of 
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equality of job opportunity and treatment for citizens of Panama 
was proclaimed: ” 


We have equally agreed that, inasmuch as the two countries 
have a mutual and vital interest in the work of the Panama 
Canal, the principle of equality of opportunity and treat- 
ment must have full effect in regard to the citizens of Panama 
and the United States employed in the Canal Zone as set forth 
in the exchange of notes of March 2, 1936, on this subject and 
that wherever circumstances should be found which in any 
manner interfere with the observance of that principle, 
appropriate measures will be taken by the United States. 


The memorandum of understandings attached to the treaty of 
1955 embodies the principle of equal treatment. It is stated in item 
1 that: 


Legislation will be sought which will authorize each agency 
of the U.S. Government in the Canal Zone to conform its 
existing wage practices in the zone to the following principles: 

(a) The basic wage for any given grade level will be the 
same for any employ ee eligible for appointment to the 
position without regard to whether he is a citizen of the 
United States or of the Republic of Panama. 


Paragraphs (6) and (ec) provide that U.S. citizen employees may 
receive an overseas differential, an allowance for taxes which operate 
to reduce their disposable income as compared with employees who are 
residents of the area, and greater annual leave benefits. 

Item 1 further provides: 


Legislation will be sought to make the Civil Service 
Retirement Act uniformly applicable to citizens of the 
United States and of the Republic of Panama employed 
by the Government of the United States in the Canal Zone. 

The United States will afford equality of opportunity to 
citizens of Panama for employment in all U.S. Government 
positions in the Canal Zone for which they are qualified 
and in which the employment of U.S. citizens is not required, 
in the judgment of the United States, for security reasons. 

The agencies of the U.S. Government will evaluate, classify, 
and title all positions in the Canal Zone without regard to 
the nationality of the incumbent or proposed incumbent. 

Citizens of Panama will be afforded opportunity to 
participate in such training programs as may be conducted 
for employees by U.S. agencies in the Canal Zone. 


On July 25, 1958, Congress implemented the obligations assumed 
by the United States under the memo of understandings with the 
passage of Public Law 85-550. 

Rates of pay for various occupational categories are determined by 
the area of principal recruitment, without regard to the nationality 
of the incumbent. Wages for positions for which satisfactory per- 
sonnel can be recruited loc ally are based upon local prevailing rates. 
In practice, present Canal Zone wages for these jobs average from 
30 to 200 percent higher than prevailing wages in Panama. Positions 
demanding special skills, education, or training for which qualified 


2 Ibid. 
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personnel must generally be sought outside of the area are paid at 
rates based on equivalent or closely similar rates prevailing in the 
Federal service in the United States, plus a 25-percent differential and 
tax increment in the case of U.S. citizens. 

Since implementation of the Treaty with Panama the percentage 
of non-U.S. citizens paid at U.S. base rates by the Panama Canal 
Company and the Canal Zone Government has moved upward as 
follows: ® 


February 1959: 144 out of a total of 3,520 or 4 percent. 
June 1959: 173 out of a total of 3,542 or 5 percent. 
December 1959: 234 out of a total of 3,702 or 6 percent. 
April 1960: 259 out of a total of 3,702 or 7 percent. 


Fears expressed during hearings on the Treaty of 1955 by US. 
citizen employees in the zone that their jobs would be classified down 
to Panamanian wage-levels have not materialized. In implementing 
the treaty with Panama no U.S. citizen employees have had their 
wages reduced to conform to prevailing rates in Panama.” 

In line with the clause in item 1 of the memorandum of under- 
standings with regard to affording Panamanians— 


opportunity to participate in such training programs as may 
be conducted for employees by U.S. agencies in the Canal 
Zone 


President Eisenhower announced on April 19, 1960, an increase in the 
Panama Canal Company’s apprenticeship program. Henceforth, 25 
Panamanian citizens would be selected each year to participate in the 
Canal Company’s 4-year training course. As a result of the first 
examinations after the announcement, 27 Panamanians and 10 U.S. 
citizens have been selected. 

Some criticism still is heard regarding employment practices of 
U.S. zone agencies. Despite the principle of equality of opportunity 
embodied in the memorandum of understanding and Public Law 
85-550, the charge is made that U.S. authorities, in order to give 
preference to U.S. citizens, stretch the definition of “‘security’’ to 
apply to a large number of positions which actually do not involve 
security risk.” There are 1,961 positions classified as “security’’.” 
Panama, meanwhile, argues that in two World Wars no sabotage 
occurred, and that continuing discrimination against Panamanians 
by means of the “security” escape clause, rather than assuring secur- 
ity, creates dissension and the basis for insecurity. 


E. THE ANNUITY 


The annuity which the United States pays yearly to the Republic 
of Panama provides a rallying slogan for anti-U.S. agitators in 
Panama. 

The original figure specified by the Hay-Bunau-Varilla Treaty of 
1903 was $250,000. Under the terms of the treaty of 1936, the amount 
was increased to $430,000 to adjust to the reduction of the gold con- 

73 Letter from secretary, Panama Canal Company to chairman, Subcommittee on Inter-American Affairs, 
ee aes Committee, Apr. 29, 1960. 
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tent of the American dollar. Article I of the treaty of 1955 raised 
the amount of the annuity to $1,930,000.” The same article contains 
a provision designed to safeguard the United States against any 
assertion of the right to demand an increase in the annuity. It is 
stated that the parties “recognize the absence of any obligation on 
the part of either party to alter the amount of the annuity.” 

Some critics of U.S. policy in Panama demand that the gross 
receipts of the Canal Zone be split 50-50. Gross revenue from the 
Panama Canal Company (which includes tolls, sales of commodities, 
and rentals) amounted to over $87 million in fiscal year 1959. Net 
revenue, however, was less than $3 million. Payroll costs for the 
Canal Company and the Canal Zone Government consumed over 
$52 million. Other financial obligations include operating costs, 
interest and depreciation charges on the U.S. Government’s invest- 
ment in the project, and a part of the $1,930,000 annuity paid annually 
to the Republic of Panama. 

The following table gives a breakdown of revenues and 
expenditures: ” 


Comparative statement of revenue and expenses, fiscal years ended June 30, 1959, 
and 1958 





Revenue: 
a a i a ca $46, 546, 621 $42, 834, 006 
Nee eee ee eee theese ae 18, 452, 121 17, 706, 260 
EET EEA 0 he REE 22, 252, 129 22, 570, 343 


Total revenue , 250, 83, 110, 609 
Operating expenses and deductions: 
UE EEE SUMMON Donte Ln ohceddedidaqdebasbbinbdomabickne eee , 065, 38, 399, 717 
Material and other operating expenses , 673, 2 3, 498, 469 
Cost of commodities sold 3, S 13, 347, 951 
Depreciation . 5, 262, 336 
Annuity to Republic of Panama (repayment to U.S. Treasury) oe 300 430, 000 
Net cost to Canal Zone Government (repayment to U.S. Treasury) - _.-__- , 646, 136 10, 737, 194 
Interest on net direct investment of U.S. Government- » 979, 415 8, 778, 560 


Total operating expenses and deductions-..............-.-.-......----- 84, 267, 339 80, 454, 227 





Net revenue 2, 983, 532 2, 656, 382 





Those who urge that gross proceeds be split 50-50 with Panama 
turn aside the fact that Panama now receives more than half the net 
profits of the canal with the argument that the United States receives 
inestimable benefits from the canal and should be willing to pay. 
This claim ignores the benefits which accrue to Panama from oper- 
ations of the Panama Canal (see p. 13). 

The demands for a 50—50 split of the gross receipts rest on emo- 
tional rather than rational basis. Since construction days the canal 
has conjured up for many Panamanians a tissuey dream of easy pros- 
perity. With the passage of time reality has shown that the canal is 
not, after all, a cornucopia of wealth. But the dream persists. The 
presence in the Canal Zone of an island of prosperous U.S. residents, 
in sharp contrast to the widespread poverty in the surrounding Re- 
— of Panama, accentuates the notion that the canal can provide 

igh living standards, 
7” The Panama Canal Company assumes responsibility for $430,000; the additional $1,500,000 added by 


the Treaty of 1955 is paid by funds appropriated to the Department of State. 
7% Panama Canal Company, Annual Report, fiscal year ended June 30, 1959, p. 48. 





32 UNITED STATES-PANAMA RELATIONS 


VII. CoMPARISON OF THE LEGAL STATUS OF THE SUEZ AND 
PANAMA CANALS 


Nationalist and leftwing elements in the Republic of Panama were 
stirred by Egypt’s nationalization of the Suez Canal Co. on July 26, 
1956. Recently United Arab Kingdom representatives have been 
active in Panama. As stated previously, the UAR delegation is said 
to be the most active diplomatic mission in Panama although there 
are few Arab residents and virtually no Arab commercial interests. 
Cairo also beams two radio broadcasts nightly to Panama devoted to 
the alleged unfair treatment Panama is receiving from the United 
States with respect to the canal. 

UAR, Castro, and Communist propaganda notwithstanding, the 
legal status of the Suez Canal differs fundamentally from that of the 
Panama Canal. 

A. SUEZ CANAL BASIC AGREEMENTS 


The fundamental agreement concerning the Suez Canal was between 
an international company and the Egyptian Government. The Suez 
Canal was constructed and operated—until nationalized in 1956—by 
a private international company, established and recognized for the 
purpose under a concession granted by the Khedive of Egypt to 
Ferdinand de Lesseps in 1856 for the formation of an international 
company of which he was to be the director. The concession was to 
run for 99 years from the date of the opening of the canal, which took 
place in November 1869. 

The assets of the company, originally in Egyptian and French 
hands, later were acquired to a preponderant extent by the British 
Government and British subjects, due chiefly to the extravagances of 
the Khedive. Riots broke out in Alexandria and the British sent a 
successful expedition to the isthmus of Suez. After extended negotia- 
tions, the Suez Convention was signed in 1888 by Great Britain, 
France, Austria-Hungary, Germany, Italy, the Netherlands, Russia, 
Spain, and Turkey (then in nominal control of Egypt). By that 
multilateral convention, passage through the Suez Canal was to be 
open at all times to ships of all nations. 

When Egypt nationalized the canal in 1956, Great Britain and 
France, with the support of other users of the canal, claimed before the 
United Nations that the Suez Canal Co. enjoyed international status 
and that therefore Egypt had no right to nationalize it. According to 
this view, the 1888 Convention, with its provision for open passage to 
all users, was the chief legal instrument violated by Egypt’s act. 
Egypt held that granting the concession was a domestic act; that the 
nationalization was a legitimate act of sovereignty; and that the Suez 
Canal Co. was an Egyptian company and no part of the system estab- 
lished by the 1888 convention. An Egyptian announcement in 1957 
concerning the future use of the canal stated that the 1888 agreement 
would be complied with. 


B. LEGAL STATUS OF THE PANAMA CANAL 


Without passing judgment on the legality of Egypt’s nationaliza- 
tion of the Suez Canal Co., the legal status of the Panama Canal is 
another matter. The story of how the United States came to build 
the Panama Canal is told in some detail at the beginning of this report. 
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The fundamental agreements governing the Panama Canal are bi- 
lateral ones between the U.S. Government and the Government of the 
Republic of Panama, not between a sovereign state and a private 
company. 

By the Hay-Bunau-Varilla Treaty of 1903, the United States is 
granted “in perpetuity” (not a 99-year lease) the use, occupation, and 
control of the Canal Zone as if it were sovereign. No provision is 
made to terminate the agreement. ‘Treaties of 1936 and 1955 have 
modified some of the provisions of the treaty of 1903, but no changes 
were made in the basic arrangements with respect to the legal basis of 
U.S. operations in the Panama Canal area. In fact, both the later 
treaties confirm those parts of the 1903 treaty which are relevant to 
U.S. jurisdiction in the Canal Zone. 


VIII. AtrerRNATIvEs TO U.S. ContTROL 


Some observers foresee a rising tide of nationalism in Panama, 
due in part to the wave of nationalism sweeping the underdeveloped 
regions of the world, to Castro’s Cuban example, and to Communist 
efforts to aggravate tensions in an area of U.S. interest. These 
commentators reason that Panama leaders will no longer be able to 
contain and exploit popular hostility, and that in these explosive 
circumstances, the United States, regardless of its legal rights on the 
isthmus, could not uphold its position in the Canal Zone. They 
further maintain that armed intervention by the United States would 
not only place the highly vulnerable canal in the midst of an armed 
camp, but would probably wreck the inter-American system whose 
cornerstone is the doctrine of nonintervention. Accordingly, a 
number of alternative suggestions have been put forward for main- 
taining the canal in effective operation. 


A. INTERNATIONALIZATION OF THE CANAL 


President Truman proposed at the Potsdam Conference in 1945 
that the Panama Canal be internationalized along with other inter- 
national waterways. In this he was supported by Prime Minister 
Attlee of Great Britain, but the Russians vetoed the idea.” President 
Truman’s plan was not designed to avoid problems in Panama. 
Rather, it was a package deal aimed at an international guarantee of 
free passage along all international waterways as a means of removing 
possible future trouble spots. Since that time the Suez Canal has 
been nationalized by Egypt and the Danube River has fallen to the 
mercy of the Danube Commission which is dominated by Soviet- 
bloc countries. 

Stanford University political scientists, Martin B. Travis and 
James T. Watkins, in an article appearing in Foreign Affairs, April 
1959, present a case for internationalization of the Panama Canal 
under United Nations auspices. Their reasons differ from those 
motivating President Truman’s 1945 suggestion. Travis and Watkins 
contend that the ‘ ‘changed nature of modern warfare” has “deprived 
the canal of its original importance.’”’ With the outmoding of face- 
~ ® Demaree Bess, “The Panama Danger Zone,” Saturday Evening Post, May 9, 1959, p. 


74. 
© Martin B. Travis and James T. Watkins, “Control of the Panama Canal: an Obsolete Shibboleth?” 
Foreign Affairs, April 1959, pp. 407-418. 
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to-face naval engagements, “the two-ocean navy is itself outdated.” 
Consequently: 


That left the canal as a waterway for peacetime shipping 
and as a route of only secondary usefulness for the wartime 
transportation of critical materials—hardly a target of 
prime importance to enemy forces. Since then the canal’s 
vulnerability in an atomic-missile war has been demon- 
strated by the war games of April 1957. Henceforth, the 
defense of the canal must be fought far out in the Pacific and 
the Atlantic or from land bases in continental United States. 
In the event of a limited war the risk of expanding the con- 
flict is likely to deter the enemy from designating as a strategic 
target what is no longer a vital supply route. 

* * * * ok 


Since World War II, defense of the canal has been assigned 
a low strategic priority. The military is apparently oper- 
ating on the conclusion expressed by Hanson Baldwin in 
1957 that the canal today is indefensible in total war and 
short of total war is less defensible and less strategic than 
ever before. 


Reasoning that a “storm is building up in Panama” and “appro- 
priate measures taken soon can protect the real as distinguished from 
the illusory U.S. interest in the canal, while a policy of drifting 
along may jeopardize our interests far beyond Central America” 
Professors Travis and Watkins see the answer to the dilemma in inter- 


nationalization of the canal under the United Nations. They argue: 


To concede to the tiny population of Panama the power to 
control a vested interest of the whole community of nations 
would be no more justifiable than to try to continue the 
present arrangement. To set up under the Organization of 
American States a hemispheric agency for operating the 
canal, a waterway which serves all maritime powers directly 
and all others indirectly, would open it to the same objections 
which can be charged against a Danube Commission made up 
only of riparian powers. There remains the alternative of 
establishing under the United Nations a specialized agency, 
the Panama Canal Commission, serving and responsible to 
the community of nations, and including representatives of 
the canal’s principal users. 

Internationalization would leave unimpaired the real in- 
terest of the United States, namely, the preservation of the 
canal and access to it, good service at low cost, and a voice 
in the operation of the canal. The security of the canal would 
be, if anything, enhanced. Already hopelessly vulnerable, an 
internationalized canal might seem to a potential aggressor 
a less attractive target than one under the exclusive juris- 
diction of the United States. In any case, the United States 
would be entitled to come to the defense of the canal, if de- 
fense were feasible, by acting within the United Nations 
under article 51 of the charter or the ‘‘Uniting for Peace’’ 
procedures. Such action in defense of an international 
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agency would enjoy moral and practical support which the 
defense of an exclusive interest claimed by the United States 
could not evoke. The same principle would apply in the 
event of limited warfare, where, again, the United States 
would be in a better moral position to attract the support of 
the world community. 

Good service at a reasonable cost could also be expected 
from an international agency. Indeed, from a strictly eco- 
nomic standpoint internationalization would offer ever y hope 
of bringing an improvement. Less exposed to special-interest 
pressures than is the U.S. Congress, a Panama Canal Com- 
mission could more readily determine an optimum toll 
schedule for facilitating the flow of traffic and yet building 
up reserves for needed | improvements. And finally, partici- 
pation in the operation of the canal would be insured as long 
as the United States remained one of the principal users. 

It might be argued that internationalization would be 
injurious to certain interests claimed by Panama, which 
stands in a special relationship to the canal. Under inter- 
national jurisdiction, Panama could expect little support for 
grandiose schemes for third locks or a sea-level channel. 
But, that, as we have seen, is the present situation. Then, 
too, Panama’s bargaining power, derived from pitting the 
claims of nationalism against those of the U.S. colossus, would 
be lost. Yet this would be more than compensated for by 
the more effective support which Panama would obtain from 
Latin American representatives on the Panama Canal Com- 
mission. Finally, Panama would lose to the international 
agency powers heretofore claimed (but not exercised) by 
itself with respect to the canal, but by the same measure 
it would render itself more secure from the arbitrary exercise 
of power by others. 


B. ORGANIZATION OF AMERICAN STATES CONTROL 


The Department of Political Science of Northwestern University, 
in a study on the Organization of American States prepared, in 1959, 
on the request of the Senate Committee on Foreign Relations, recom- 
mends that the administration of the Panama Canal be turnedjover 
to the OAS.* 

They take a dim view of the idea of giving the United Nations con- 
trol “because of the tendency of the United Nations to invest con- 
troversial issues with the politics of the cold war.” They note “how 
the Security Council of the United Nations muddled the Guatemalan 
situation in 1954.” 

According to the study, by regionalizing the canal through¥the 
OAS, the United States would— 


avoid the political dilemma of internationalizing it through 
a divided U.N. or having it eventually nationalized despite 
ourselves by the Panamanians. 


81 U.S. Cong., 86th, Ist sess., ‘‘United States-Latin American Relations, The Organization of American 
States,” a study prepared at the request of the Subcommittee on American Republics Affairs of the Com- 
mittee on Foreign Relations, by Northwestern University, Washington, Government Printing Office, 
Dec. 24, 1959, pp. 66-67. 
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It is stated, moreover, that by regionalization the United States would 
not only strengthen the Organization of American States but reap a 
number of political gains: 


A promise to multilaterize the Canal Zone will be another 
striking symbol of the nonimperialistic nature of our foreign 
policy. The move would be as forceful a demonstration of 
our integrity as was the honoring of our early-made promise 
of freedom to the Philippines. Further, the act would give 
us a firm posture for maneuver with respect to future prob- 
lems regarding the Suez Canal. However, its most important 
and fundamental impact would be within the Americas. It 
would be another demonstration—and a most impressive 
one—of our long-term willingness to work as partners with 
the other nations in the hemisphere. 


C. PURCHASE FROM PANAMA 


Another political scientist, Prof. James L. Busey of the University 
of Colorado, opposes multilateralization of the Panama Canal under 
either OAS or U.N. auspices. In his view— 


if the United States were to continue to run it under inter- 
national authority, the bickering would increase. If opera- 
tions were to be handled by several participating powers, the 
service would probably deteriorate and controversy would 
be inevitable. In any event, the unhappiest party of all 
would be Panama itself. 


Like his counterparts at Stanford and Northwestern Universities, 
Professor Busey feels that the present circumstances are fraught with 
danger for the United States. He recommends that the United 
States— 


now enter into negotiations with Panama with the object of 
abandoning the foggy provisions of the 1903 convention, and 
of securing full and undivided U.S. sovereignty over the 
canal and the zone—or better still, propose to purchase the 
entire Central American half of the Republic of Panama, 
from the zone’s present eastern border to the Costa Rican 
frontier.™ 


If negotiations to purchase from Panama fail, Mr. Busey suggests 
building a canal in Nicaragua which— 


has the huge oe of giving the United States full title 
to a strip of territory located between two countries, instead 
of cutting one in half. 


D. OTHER SUGGESTIONS 


Other suggestions which crop up occasionally include the formation 
of an agency of canal users to administer the canal or simply letting 
the canal revert to Panama. 


ne L. Busey, ‘‘Conflict in Panama,’’ The New Leader, Feb. 15, 1960, p. 19. 
id. 





UNITED STATES-PANAMA RELATIONS 37 


IX. SuBcCOMMITTEE FINDINGS AND RECOMMENDATIONS 


(1) The subcommittee does not believe that either the interests of 
the Republic of Panama, the United States, or the users of the Panama 
Canal would be served by the transfer of the control and operation of 
the canal. 

Turning over the canal’s administration to the United Nations is 
advanced by its proponents as a means of relieving United States- 
Panama friction which can be exploited by enemies of the free world. 
Holders of this view rest their case on the presumption that the 
Panama Canal’s strategic value has vanished in the light of recent 
military developments. 

The subcommittee believes that the strategic value of the canal 
continues to be an important consideration. The subcommittee is 
convinced, moreover, that giving the United Nations control of the 
Panama Canal would facilitate Communist endeavors to disrupt the 
economic and political stability of the Western Hemisphere. As 
long as the Communists are bent on destroying inter-American 
unity, it makes no sense to give Communist-bloc countries a voice in 
the administration of a waterway which traverses the Western 
Hemisphere. 

Administration of the Panama Canal by the Organization of 
American States poses drawbacks of a different nature. 

The subcommittee finds that OAS administration of the canal has a 
certain regional appeal and might indeed be interpreted by the 
American ‘Republics as a sincere commitment to partnership with 
them. However, maritime nations outside the hemisphere who rely 
on the canal are likely to greet regionalization of the canal. less en- 
thusiastically. 

The following table showing the principal Panama Canal trade 
routes discloses the vital interests which nations outside the Western 
Hemisphere share in the effective operation of the canal:* 


Major Panama Canal trade routes, ranked by cargo tonnage volume for selected 
fiscal years 




















| 
Trade route 1957 | 1956 | 1950 | 1949 | 1939 1930 
East coast United States-Asia__...-....---..--.------- 1 1 3 2 2 4 
East coast United States-west coast South America... 2 3 2 1 5 3 
WRIbOe 00008 OER N NER, 0 nonin cegdss-nanpoasep ees | 3 2 1 3 1 1 
West coast South Ameriea-Europe-.__--....----..---- | 4 4} 6 6 3 5 
West coast Canada-Europe....._.......:-.-.---.----.- 5 5 | 5 4 6 6 
" pt icdndnd tekineastateanenminthe—naas 6 7 4 5 7 7 
West coast United States-Europe DIRS. Karidasdass 7 6 7 7 4 2 
West coast United States-east coast South America-.-- 8 8 13 | 12 14 11 
- East coast United States-Australasia___.......-..._-_- 9 9 pi: . 8 10 8 
pn ee ee rer A ee eee 10 13 A On es HD 14 
West Indies-west coast South America...--... -.--_-- 11 10 9 12 13 
East coast South America-west coast South America. . 12 ll @” 15 13 @) 
I ii she tnnsnedt hsdne ct ~on9be<deoese 13 () oO. () RS 2 
East coast United States-Hawali-_....-.......-.--.-.-- 14 12 10 8 9g 
West Indies-west coast United States.................. 15 15 13 9 10 





1 Not among the 15 most important routes. 


% U.S. Cong., 86th, 2d sess., ‘Report on a Long-Range Program for Isthmian Canai Transits,’ H. Rept. 
No. 1960, W ashington, GPO, June 23, 1960, p. 59. 
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Furthermore, by the terms of the treaty arrangements between the 
United States and the Republic of Panama, the consent of both nations 
would be necessary to undertake any scheme for international or 
regional administration of the Panama Canal. 

As for purchasing the zone outright as has been suggested, given the 
degree of nationalism in Panama and in Latin America, the sub- 
committee thinks any effort to effect purchase of the area is not only 
doomed to failure but is likely to stimulate great hostility and out- 
cries of “imperialism” not only in Panama but throughout Latin 
America. 

The possibility of building a new canal other than in Panama has 
been mentioned. The United States does hold exclusive treaty rights 
in Nicaragua to construct, maintain, control, and defend a canal. 
(See p. 11.) A number of factors militate against the construction 
at this time of an alternate canal route through Nicaragua. As 
reported on page 11 of this study, the Board of Consultants contracted 
by the Committee on Merchant Marine and Fisheries to study the 
canal situation from a technical viewpoint recommended against a 
Nicaraguan Canal. However, the Board of Consultants is optimistic 
about the possibility of a canal in Colombia, recommending that 
“further engineering studies of sea-level routes across the isthmus in 
Colombia should be initiated and prosecuted vigorously.”’ The sub- 
committee concurs fully with the Board of Consultants in this matter. 

As for reversion to Panama, responsible Panamanians themselves do 
not urge such a course. The cost of running the canal at its present 
capacity and preparing it for future expanded traffic is well beyond the 
means of the small Republic. The most conservative estimate of the 
costs to make improvements to provide additional capacity to meet 
the demands of international commerce beyond the year 2000 is 
$61 million.* 

(2) the subcommittee recognizes that the efficient operation of the 
Panama Canal depends in large measure upon the good will of the 
Panamanian people toward the United States. We acknowledge that 
the overwhelming presence of the United States in Panama makes an 
inviting target for every sort of agitation. We believe, however, that 
it is possible for the United States and Panama to maintain normal, 
friendly relations. 

To this end, the subcommittee recommends that the agencies of 
the U.S. Government in the Panama Canal Zone be scrupulously dili- 

ent in applying the provisions of our treaty arrangements with the 
epublic of Panama—the intent as well as the letter of our agreements. 

The subcommittee recognizes that U.S. residents in the Canal Zone 
perform a great service for their country at certain personal sacrifices. 
At the same time, American citizens in the Canal Zone have a special 
responsibility to assist to the maximum extent toward furthering 
amicable relations with nationals of the Republic of Panama. The 
subcommittee approves every effort to assure U.S. citizens in the zone 
a standard of living comparable with that which they would enjoy 
in continental United States. However, the Republic of Panama is 
no longer the isolated frontier civilization of construction days which 
motivated the U.S. Government to adopt measures designed to miti- 


# Thid., p. 32. 
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gate harsh living conditions. Unfortunately, there exists a human 
tendency to regard emergency measures which endure for a long 
period of time as vested interests. The subcommittee is confident 
that officials of the U.S. agencies operating in the Canal Zone, in 
living up to our treaty commitments with Panama, will take into 
consideration the welfare of the residents of the zone. At the same 
time, the subcommittee urges the Panama Canal Company and Zone 
Government to emphasize to their employees their responsibilities as 
U.S. citizens living in a unique situation. 

(3) The subcommittee recognizes that Panama’s unbalanced econ- 
omy breeds human misery, leading to political instability. As the 
Republic’s principal and most apparent source of income, the Panama 
Canal becomes the target of bitter popular discontent. 

The subcommittee realizes that the Republic of Panama is largel 
devoid of resources with which the economy could be dliventilied. 
But we are of the opinion that proper utilization of the reseurces 
which Panama does possess would contribute to raising to satisfactory 
levels the living conditions of the large masses of Panamanian people. 
The subcommittee hopes that Panama’s leaders recognize that the 
revenues from the Canal Zone are not adequate to sustain the eco- 
nomic life of the Panamanian community. 

The subcommittee recommends that the United States cooperate 
generously by providing technical and financial assistance for projects 
designed to broaden the base of Panama’s economy. However, the 
subcommittee realizes that it is up to the leaders of the Government 
of the Republic of Panama to take the necessary measures which 
would make U.S. assistance effective. 

(4) The subcommittee acknowledges that the question of flying the 
Panamanian flag within the Canal Zone as a recognition of Panama’s 
“titular sovereignty” is charged with dangers that could explode 
beyond Panama-United States relations. The issue offers a constant 
temptation to demagogs, with the consequent possibility of an ugly 
incident which could be used to arouse anti-American sentiment 
throughout the hemisphere. 

The subcommittee is convinced, however, that to accede to the 
Panamanian request, after more than half a century in which only 
the U.S. flag has been raised in the Canal Zone, would constitute a 
major departure from established policy. In the subcommittee’s judg- 
ment, such a proposal would represent a basic change in treaty inter- 
pretation. Hence, should the Government of the United States deter- 
mine at any time in the future that a concession of this magnitude 
would be in the national interest, such a change should be accomplished 
only after due constitutional process. 

(5) The subcommittee believes that U.S. relations with the Republic 
of Panama are weakened by dissension regarding the Canal Zone 
within the administration. Conflicting views of the Department of 
State, the Panama Canal Company, and the Department of Defense 
should be adjusted at the highest level—the Presidency—and then 
firmly administered with a single voice. 

(6) The subcommittee recognizes that congressional delays in imple- 
menting some of the treaty provisions have been responsible for a meas- 
ure of resentment in Panama. With a view to reducing the possibil- 
ities of congressional disapproval, the subcommittee recommends that 
in the future the appropriate committees of Congress be consulted by 
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the Department of State with regard to any legislation that might be 
required to meet envisaged commitments. 

(7) The subcommittee recognizes that the overwhelming presence 
of the United States on the Isthmus of Panama will always be the 
source of some friction between the Republic of Panama and the 
United States. In the prophetic words of William Howard Taft at 
the outset. of the construction of the canal: 


There are many other matters constantly arising between 
the American representatives on the isthmus and the Pana- 
manian authorities calling for adjustment. We are living in 
the same house and family with them, so to speak, and if we 
do not get on in a friendly way it will be uncomfortable for 
both. 


The subcommittee is confident that wise leaders in both the United 
States and the Republic of Panama will work cooperatively in order 
to maintain the Panama Canal as a service to Panama, to the United 
States, and to all mankind. 





APPENDIXES 


APPENDIX A 


CONVENTION FOR THE CONSTRUCTION OF A SHIP 
CANAL, 1903 


Concluded November 18, 1903; ratification advised by the Senate 
February 23, 1904; ratified by President February 25, 1904; ratifi- 
cations exchanged February 26, 1904; proclaimed February 26, 1904. 
(U.S. Stats., vol. 33.) 

ARTICLES. 


I. Independence of Panama, XIV. Compensation. 


II. Canal zone. XV. Joint commission. 
III. Authority in canal zone. XVI. Extradition. 
IV. Subsidiary rights. XVII. Ports of Panama. 
V. Monopoly for construction, etc.) XVIII. Neutrality rules. 
VI. Private property. XIX. Free transport. 
VII. Panama; Colon; harbors. XX. Cancellation of existing treaties. 
VIII. Panama Canal Company and XXI. Anterior debts, concessions, ete. 
railroad. XXII. Renunciation of rights under 
IX. Ports at entrance of canal. concessionary contracts. 
X. Taxes, ete. XXIII. Protection of canal. 
XI. Official dispatches. XXIV. Changein government, laws, etc. 
XII. Access of employees. XXV. Coaling stations. 
XIII. Importation into zone. XXVI. Ratification. 


The United States of America and the Republic of Panama being 
desirous to insure the construction of a ship canal across the Isthmus 
of Panama to connect the Atlantic and Pacific oceans, and the Con- 
gress of the United States of America having passed an act approved 
June 28, 1902, in furtherance: of that object, by which the President 
of the United States is authorized to acquire within a reasonable time 
the control of the necessary territory of the Republic of Colombia, 
and the sovereignty of such territory being actually vested in the 
Republic of Panama, the high contracting parties have resolved for 
that purpose to conclude a convention and have accordingly appointed 
as their plenipotentiaries,— 

The President of the United States of America, John Hay, Secre- 
tary of State, and 

The Government of the Republic of Panama, Philippe Bunau- 
Varilla, Envoy Extraordinary and Minister Plenipotentiary of the 
Republic of Panama, thereunto specially empowered by said govern- 
ment, who after communicating with each other their respective full 
powers, found to be in good and due form, have agreed upon and 
concluded the following articles: 


Articie I. 
The United States guarantees and will maintain the independence 
of the Republic of Panama. 
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Articte II. 


The Republic of Panama grants to the United States in perpetuity 
the use, occupation and control of a zone of land and land under water 
for the construction, maintenance, operation, sanitation and protection 
of said Canal of the width of ten miles extending to the Husanes of 
five miles on each side of the center line of the route of the Canal to 
be constructed; the said zone beginning in the Caribbean Sea three 
marine miles from mean low water mark and extending to and across 
the Isthmus of Panama into the Pacific ocean to a distance of three 
marine miles from mean low water mark with the proviso that the 
cities of Panama and Colon and the harbors adjacent to said cities, 
which are included within the boundaries of the zone above described, 
shall not be included within this grant. The Republic of Panama 
further grants to the United States in perpetuity the use, occupation 
and control of any other lands and waters outside of the zone above 
described which may be necessary and convenient for the construc- 
tion, maintenance, operation, sanitation and protection of the said 
Canal or of any auxiliary canals or other works necessary and con- 
venient for the construction, maintenance, operation, sanitation and 
protection of the said enterprise. 

The Republic of Panama further grants in like manner to the United 
States in perpetuity all islands within the limits of the zone above 
described and in addition thereto the group of small islands in the 
Bay of Panama, named, Perico, Naos, Culebra and Flamenco. 


Articte III. 


The Republic of Panama grants to the United States all the rights, 
power and authority within the zone mentioned and described in 
Article II of this agreement and within the limits of all auxiliary lands 
and waters mentioned and described in said Article Il which the 
United States would possess and exercise if it were the sovereign of 
the territory within which said lands and waters are located to the 
entire exclusion of the exercise by the Republic of Panama of any 
such sovereign rights, power or authority. 


Articie IV. 


As rights subsidiary to the above grants the Republic of Panama 
grants in perpetuity to the United States the right to use the rivers, 
streams, lakes and other bodies of water within its limits for naviga- 
tion, the supply of water or water-power or other purposes, so far as 
the use of said rivers, streams, lakes and bodies of water and the waters 
thereof may be necessary and convenient for the construction, main- 
tenance, operation, sanitation and protection of the said Canal. 


ArtTIcLe V. 


The Republic of Panama grants to the United States in perpetuity 
a monopoly for the construction, maintenance and operation of any 
system of communication by means ef canal or railroad across its ter- 
ritory between the Caribbean Sea and the Pacific ocean. 
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Articuie VI. 


The grants herein contained shall in no manner invalidate the titles 
or rights of private land holders or owners of private property in the 
said zone or in or to any of the lands or waters granted to the United 
States by the provisions of any Article of this treaty, nor shall they 
interfere with the rights of way over the public roads passing through 
the said zone or over any of the said lands or waters unless said rights 
of way or private rights shall conflict with rights herein granted to 
the United States in which case the rights of the United States shall 
be superior. All damages caused to the owners of private lands or 
private property of any kind by reason of the grants contained in this 
treaty or by reason of the operations of the United States, its agents 
or employees, or by reason of the construction, maintenance, opera- 
tion, sanitation and protection of the said Canal or of the works of 
sanitation and protection herein provided for, shall be appraised and 
settled by a jot Commission appointed by the Governments of the 
United States and the Republic of Panama, whose decisions as to such 
damages shall be final and whose awards as to such damages shall be 
paid solely by the United States. No part of the work on said Canal 
or the Panama railroad or on any auxiliary works relating thereto 
and authorized by the terms of this treaty shall be prevented, delayed 
or impeded by or pending such proceedings to ascertain such damages. 
The appraisal of said private lands and private property and the assess- 
ment of damages to them shall be based upon their value before the 
date of this convention. 

Artic.e VII, 


The Republic of Panama grants to the United States within the 
limits of the cities of Panama and Colon and their adjacent harbors and 
within the territory adjacent thereto the right to acquire by purchase 
or by the exercise of the right of eminent domain, any lands, buildings, 
water rights or other properties necessary and convenient for the con- 
struction, maintenance, operation and protection of the Canal and of 
any works of sanitation, such as the collection and disposition of sewage 
and the distribution of water in the said cities of Panama and Colon, 
which in the discretion of the United States may be necessary and 
convenient for the construction, maintenance, operation, sanitation 
and protection of the said Canal and railroad. All such works of 
sanitation, collection and disposition of sewage and distribution of 
water in the cities of Panama and Colon shall be made at the expense 
of the United States, and the Government of the United States, its 
agents or nominees shall be authorized to impose and collect water 
rates and sewerage rates which shall be sufficient to provide for the 
payment of interest and the amortization of the principal of the cost 
of said works within a period of fifty years and upon the expiration 
of said term of fifty years the system of sewers and water works shall 
revert to and become the properties of the cities of Panama and Colon 
respectively, and the use of the water shall be free to the inhabitants 
of Panama and Colon, except to the extent that water rates may be 
necessary for the operation and maintenance of said system of sewers 
and water. 

The Republic of Panama agrees that the cities of Panama and Colon 
shall comply in perpetuity with the sanitary ordinances whether of a 
preventive or curative character prescribed by the United States and 
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in case the Government of Panama is unable or fails in its duty to 
enforce this compliance by the cities of Panama and Colon with the 
sanitary ordinances of the United States the Republic of Panama 
grants to the United States the right and authority to enforce the 
same. 

The same right and authority are granted to the United States for 
the maintenance of public order in the cities of Panama and Colon 
and the territories and harbors adjacent thereto in case the Republic 
of Panama should not be, in the judgment of the United States, able 
to maintain such order. 

Articite VIII. 


The Republic of Panama grants to the United States all rights which 
it now has or hereafter may acquire to the property of the New Panama 
Canal Company and the Panama Railroad Company as a result of the 
transfer of sovereignty from the Republic of Colombia to the Repub- 
lic of Panama over the Isthmus of Panama and authorizes the New 
Panama Canal Company to sell and transfer to the United States its 
rights, privileges, properties and concessions as well as the Panama 
Railroad and all the shares or part of the shares of that company; 
but the public lands situated outside of the zone described in Article 
Il of this treaty now included in the concessions to both said enter- 
prises and not required in the construction or operation of the Canal 
shall revert to the Republic of Panama except any property now 
owned by or in the possession of said companies within Panama or 
Colon or the ports or terminals thereof. 


ARTICLE IX, 


The United States agrees that the ports at either entrance of the 
Canal and the waters thereof, and the Republic of Panama agrees that 
the towns of Panama and Colon shall be free for all time so that there 
shall not be imposed or collected custom house tolls, tonnage, anchor- 
age, lighthouse, wharf, pilot; or quarantine dues or any other charges or 
taxes of any kind upon any vessel using or passing through the Canal or 
belonging to or employed by the United States, directly or indirectly, 
in connection with the construction; maintenance, operation, sanita- 
tion and protection of the main Canal, or auxiliary works, or upon the 
cargo, officers, crew, or passengers of any such vessels, except such 
tolls and charges as may be imposed by the United States for the use 
of the Canal and other works, and except tolls and charges imposed 
by the Republic of Panama upon merchandise destined to be intro- 
duced for the consumption of the rest of the Republic of Panama, and 
upon vessels touching at the ports of Colon and Panama and which do 
not cross the Canal. 

The Government of the Republic of Panama shall have the right to 
establish in such ports and in the towns of Panama and Colon such 
houses and guards as it may deem necessary to collect duties on impor- 
tations destined to other portions of Panama and to prevent contraband 
trade. The United States shall have the right to make use of the towns 
and harbors of Panama and Colon as places of anchorage, and for mak- 
ing repairs, for loading, unloading, depositing, or transshipping cargoes 
either in transit or destined for the service of the Canal and for other 
works pertaining to the Canal. 





i 
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ARTICLE X, 


The Republic of Panama agrees that. there shall not be imposed any 
taxes, national, municipal, departmental, or of any other class, upon 
the Canal, the railways and auxiliary works, tugs and other vessels 
employed in the service of the Canal, store houses, work shops, offices, 
quarters for laborers, factories of all kinds, warehouses, wharves, 
machinery and other works, property, and effects appertaining to the 
Canal or railroad and auxiliary works, or their officers or employees, 
situated within the cities of Panama and Colon, and that there shall 
not be imposed contributions or charges of a personal character of any 
kind upon officers, employees, laborers, and other individuals in the 
service of the Canal and railroad and auxiliary works. 


ArticLeE XI. 


The United States agrees that the official dispatches of the Govern- 
ment of the Republic of Panama shall be transmitted over any tele- 
graph and telephone lines established for canal purposes and used for 
public and private business at rates not higher than those required 
from officials in the service of the United States. 


ArticLte XII. 


The Government of the Republic of Panama shall permit the immi- 
gration and free access to the lands and workshops of the Canal and 
its auxiliary works of all emplovees and workmen of whatever nation- 


ality under contract to work upon or seeking employment upon or in 
any wise connected with the said Canal and its auxiliary works, with 
their respective families, and all such persons shall be free and exempt 
from the military service of the Republic of Panama. 


ArticLe XIII, 


The United States may import at any time into the said zone and 
auxiliary lands, free of custom duties, imposts, taxes, or other charges, 
and without any restrictions, any and all vessels, dredges, engines, 
cars, machinery, tools, explosives, materials, supplies, and other arti- 
cles necessary and convenient in the construction, maintenance, opera- 
tion, sanitation and protection of the Canal and auxiliary works, and 
all provisions, medicines, clothing, supplies and other things necessary 
and convenient for the officers, employees, workmen and laborers in 
the service and employ of the United States and for their families. 
If any such articles are disposed of for use outside of the zone and 
auxiliary lands granted to the United States and within the territory 
of the Republic, they shall be subject to the same import or other 
duties as like articles imported under the laws of the Republic of 


Panama. 
ArTICLE XIV. 


As the price or compensation for the rights, powers and privileges 
granted in this convention by the Republic of Panama to the United 
States, the Government of the United States agrees to pay to the 
Republic of Panama the sum of ten million dollars ($10,000,000) in gold 
coin of the United States on the exchange of the ratification of this 
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convention and also an annual payment during the life of this conven- 
tion of two hundred and fifty thousand dollars ($250,000) in like gold 
coin, beginning nine years after the date aforesaid. 

The provisions of this Article shall be in addition to all other bene- 
fits assured to the Republic of Panama under this convention. 

But no delay or difference of opinion under this Article or any other 
provisions of this treaty shall affect or interrupt the full operation and 
effect of this convention in all other respects. 


ARTICLE XV. 


The joint commission referred to in Article VI shall be established 
as follows: 

The President of the United States shall nominate two persons and 
the President of the Republic of Panama shall nominate two persons 
and they shall proceed to a decision; but in case of disagreement of 
the Commission (by reason of their being equally divided in conclu- 
sion) an umpire shall be appointed by the two Governments who shall 
render the decision. In the event of the death, absence, or incapacity 
of a Commissioner or Umpire, or of his omitting, declining or ceasing 
to act, his place shall be filled by the appointment of another person 
in the manner above indicated. All decisions by a majority of the 
Commission or by the umpire shall be final. 


ArtTicLE XVI. 


The two Governments shall make adequate provision by future 
agreement for the pursuit, capture, imprisonment, detention and 
delivery within said zone and auxiliary lands to the authorities of the 
Republic of Panama of persons charged with the commitment of 
crimes, felonies or misdemeanors without said zone and for the pur- 
suit, capture, imprisonment, detention and delivery without said zone 
to the authorities of the United States of persons charged with the 
commitment of crimes, felonies and misdemeanors within said zone 


and auxiliary lands. 
ArticLte XVII. 


The Republic of Panama grants to the United States the use of all 
the ports of the Republic open to commerce as places of refuge for any 
vessels employed in the Canal enterprise, and for all vessels passing or 
bound to pass through the Canal which may be in distress and be 
driven to seek refuge in said ports. Such vessels shall be exempt from 
anchorage and tonnage dues on the part of the Republic of Panama. 


ArticLte XVIII. 


The Canal, when constructed, and the entrances thereto shall be 
neutral in perpetuity, and shall be opened upon the terms provided 
for by Section I of Article three of, and in conformity with all the 
stipulations of, the treaty entered into by the Governments of the 
United States and Great Britain on November 18, 1901. 


ArticLe XIX. 


The Government of the Republic of Panama shall have the right to 
transport over the Canal its vessels and its troops and munitions of 
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war in such vessels at all times without paying charges of any kind. 
The exemption is to be extended to the auxiliary railway for the 
transportation of persons in the service of the Republic of Panama, 
or of the police force charged with the preservation of public order 
outside of said zone, as well as to their baggage, munitions of war 


and supplies. 
ArTICLE XX. 


If by virtue of any existing treaty in relation to the territory of the 
Isthmus of Panama, whereof the obligations shall descend or be 
assumed by the Republic of Panama, there may be any privilege or 
concession in favor the the Government or the citizens and subjects 
of a third power relative to an interoceanic means of communication 
which in any of its terms may be incompatible with the terms of the 
present convention, the Republic of Panama agrees to cancel or mod- 
ify such treaty in due form, for which purpose it shall give to the 
said third power the requisite notification within the term of four 
months from the date of the present convention, and in case the exist- 
ing treaty contains no clause permitting its modifications or annul- 
ment, the Republic.of Panama agrees to procure its modification or 
annulment in such form that there shall not exist any conflict with the 
stipulations of the present convention. 


ArTICLE XXI. 


The rights and privileges granted by the Republic of Panama to the 
United States in the preceding Articles are understood to be free of 


all anterior debts, liens, trusts, or liabilities, or concessions or privi- 
leges to other Governments, corporations, syndicates or individuals, 
and consequently, if there should arise any claims on account of the 
present concessions and privileges or otherwise, the claimants shall 
resort to the Government of the Republic of Panama and not to the 
United States for any indemnity or compromise which may be 
required. 


ArtiIcLE XXII. 


The Republic of Panama renounces and grants to the United States 
the participation to which it might be entitled in the future earnings 
of the Canal under Article XV of the concessionary contract with 
Lucien N. B. Wyse now owned by the New Panama Canal Company 
and any and all other rights or claims of a pecuniary nature arising 
under or relating to said concession, or arising under or relating to 
the concessions to the Panama Railroad C ompany or any extension 
or modification thereof; and it likewise renounces, confirms and 
grants to the United States, now and hereafter, all the rights and 
property reserved in the said concessions which otherwise would 

elong to Panama at or before the expiration of the terms of ninety- 
nine years of the concessions granted to or held by the above men- 
tioned party and companies, and all right, title and interest which it 
now has or may hereafter have, in and to the lands, canal, works, 
property and rights held by the said companies under said concessions 
or otherwise, and acquired or to be acquired by the United States 
from or through the New Panama Canal Company, including any 
property and nights which might or may in the future either by lapse 
of time, forfeiture or otherwise, revert to the Republic of Panama 
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under any contracts or concessions, with said Wyse, the Universal 
Panama Canal Company, the Panama Railroad Company and the 
New Panama Canal Company. 

The aforesaid rights and property shall be and are free and released 
from any present or reversionary interest in or claims of Panama and 
the title of the United States thereto upon consummation of the con- 
templated purchase by the United States from the New PanamaCanal 
Company, shall be absolute, so far as concerns the Republic of Panama, 
excepting always the rights of the Republic specifically secured under 
this treaty. 

ArticLe XXIII. 


If it should become necessary at any time to employ armed forces 
for the safety or protection of the Canal, or of the ships that make use 
of the same, or the railways and auxiliary works, the United States 
shall have the right, at all times and in its discretion, to use its police 
and its land and naval forces or to establish fortifications for these 


purposes. 
ARTICLE XXIV. 


No change either in the Government or in the laws and treaties of 
the Republic of Panama shall, without the consent of the United 
States, affect any right of the United States under the present con- 
vention, or under any treaty stipulation between the two countries 
that now exists or may hereafter exist touching the subject matter of 
this convention. 

If the Republic of Panama shall hereafter enter as a constituent into 


any other Government or into any union or confederation of states, so 
as to merge her sovereignty or independence in such Government, 
union or confederation, the rights of the United States under this con- 
vention shall not be in any respect lessened or impaired. 


ARTICLE XXY. 


For the better performance of the engagements of this convention 
and to the end of the efficient protection of the Canal and the preser- 
vation of its neutrality, the Government of the Republic of Panama 
will sell or lease to the United States lands adequate and necessary 
for naval or coaling stations on the Pacific coast and on the western 
Caribbean coast of the Republic at certain points to be agreed upon 
with the President of the United States. 


ArticLE XXYVI. 


This convention when signed by the Plenipotentiaries of the Con- 
tracting Parties shall be ratified by the respective Governments and 
the ratifications shall be exchanged at Washington at the earliest date 
possible. 

In faith whereof the respective Plenipotentiaries have signed the 
present convention in duplicate and have hereunto affixed their 
respective seals. 

Done at the City of Washington the 18th day of November in the 
year of our Lord nineteen hundred and three. 

Joun Hay [SEAL] 
P. Bunavu Varia [sEAL] 
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GENERAL TREATY OF FRIENDSHIP AND COOPERATION 
BETWEEN THE UNITED STATES OF AMERICA AND 
PANAMA 


Signed at Washington, March 2, 1936; ratification advised by the Senate 
of the United States, July 25, 1939; ratified by the President of the 
United States, July 26, 1939; ratified by Panama, July 17, 1989; 
ratifications exchanged at Washington, July 27, 1939; proclaimed 
by the President of the United States, July 27, 1939. 


By THE PRESIDENT OF THE UNITED STATES OF AMERICA 
A PROCLAMATION 


WHEREAS a Treaty between the United States of America and the 
Republic of Panama to strengthen further the bonds of friendship and 
cooperation between the two countries and to regulate on a stable and 
mutually satisfactory basis certain questions which have arisen as a 
result of the construction of the interoceanic canal across the Isthmus 
of Panama was concluded and signed by their respective Plenipoten- 
tiaries at Washington on the sec ond day of March, one thousand nine 
hundred and thirty-six, the original of which Treaty, being in the 
English and Spanish languages, is word for word as follows: 

The United States of America and the Republic of Panama, ani- 
mated by the desire to strengthen further the bonds of friendship 
and cooperation between the two countries and to regulate on a 
stable and mutually satisfactory basis certain questions which have 
arisen as a result of the construction of the interoceanic canal across 
the Isthmus of Panama, have decided to conclude a treaty, and have 
designated for this purpose as their Plenipotentiaries: 

The President of the United States of America: 

Mr. Cordell Hull, Secretary of State of the United States of America, 
and Mr. Sumner Welles, Assistant Secretary of State of the United 
States of America; and 

The President of the Republic of Panama: 

The Honorable Doctor Ricardo J. Alfaro, Envoy Extraordinary and 
Minister Plenipotentiary of Panama to the United States of America, 
and The Honorable Doctor Narciso Garay, Envoy Extraordinary and 
Minister Plenipotentiary of Panama on special mission; 

Who, having communicated their respective full powers to each 
other, which have been found to be in good and due form, have agreed 
upon the following: 

ArticLe [ 


Article I of the Convention of November 18, 1903, is hereby 
superseded. 

There shall be a perfect, firm and inviolable peace and sincere 
friendship between the United States of America and the Republic of 
Panama and between their citizens. 
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In view of the official and formal opening of the Panama Canal on 
July 12, 1920, the United States of America and the Republic of 
Panama declare that the provisions of the Convention of November 
18, 1903, contemplate the use, occupation and control by the United 
States of America of the Canal Zone and of the additional lands and 
waters under the jurisdiction of the United States of America for the 
purposes of the efficient maintenance, operation, sanitation and 
protection of the Canal and of its auxiliary works. 

The United States of America will continue the maintenance of the 
Panama Canal for the encouragement and use of interoceanic com- 
merce, and the two Governments declare their willingness to cooperate, 
as far as it is feasible for them to do so, for the purpose of insuring the 
full and perpetual enjoyment of the benefits of all kinds which the 
Canal should afford the two nations that made possible its construction 
as well as all nations interested in world trade. 


ArticLe II 


The United States of America declares that the Republic of Panama 
has loyally and satisfactorily complied with the obligations which it 
entered into under Article II of the Convention of November 18, 
1903, by which it granted in perpetuity to the United States the use, 
occupation and control of the zone of land and land under water as 
described in the said Article, of the islands within the limits of said 
zone, of the group of small islands in the Bay of Panama, named 
Perico, Naos, Culebra and Flamenco, and of any other lands and 
waters outside of said zone necessary and convenient for the construc- 
tion, maintenance, operation, sanitation and protection of the Panama 
Canal or of any auxiliary canals or other works, and in recognition 
thereof the United States of America hereby renounces the grant made 
to it in perpetuity by the Republic of Panama of the use, occupation 
and control of lands and waters, in addition to those now under the 
jurisdiction of the United States of America outside of the zone as 
described in Article II of the aforesaid Convention, which may be 
necessary and convenient for the construction, maintenance, opera- 
tion, sanitation and protection of the Panama Canal or of any auxiliary 
canals or other works necessary and convenient for the construction, 
maintenance, operation, sanitation and protection of the said enter- 

rise. 

While both Governments agree that the requirement of further 
lands and waters for the enlargement of the existing facilities of the 
Canal appears to be improbable, they nevertheless recognize, subject 
to the provisions of Articles I and X of this Treaty, their joint obliga- 
tion to insure the effective and continuous operation of the Canal and 
the preservation of its neutrality, and consequently, if, in the event 
of some now unforeseen contingency, the utilization of lands or waters 
additional to those already employed should be in fact necessary for 
the maintenance, sanitation or efficient operation of the Canal, or 
for its effective protection, the Governments of the United States of 
America and the Republic of Panama will agree upon such measures 
as it may be necessary to take in order to insure the maintenance, 
sanitation, efficient operation and effective protection of the Canal, in 
which the two countries are jointly and vitally interested. 
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ArtTIcLeE IIT 


In order to enable the Republic of Panama to take advantage of 
the commercial opportunities inherent in its geographical situation, 
the United States of America agrees as follows: 

1) The sale to individuals of goods imported into the Canal Zone 
or purchased, produced or manufactured therein by the Government 
of the United States of America shall be limited by it to the persons 
included in classes (a) and (b) of Section 2 of this Article; and with 
regard to the persons included in classes (c), (d) and (e) of the said 
Section and members of their families, the sales above mentioned 
shall be made only when such persons actually reside in the Canal 
Zone. 

2) No person who is not comprised within the following classes 
shall be entitled to reside within the Canal Zone: 

(a) Officers, employees, workmen or laborers in the service or 
employ of the United States of America, the Panama Canal or the 
Panama Railroad Company, and members of their families actually 
residing with them; 

(b) Members of the armed forces of the United States of America 
and members of their families actually residing with them; 

(c) Contractors operating in the Canal Zone and their employees, 
workmen and laborers during the performance of contracts; 

(d) Officers, employees or workmen of companies entitled under 
Section 5 of this Article to conduct operations in the Canal Zone; 

(e) Persons engaged in religious, welfare, charitable, educational, 
recreational and scientific work exclusively in the Canal Zone; 

(f) Domestic servants of all the beforementioned persons and 
members of the families of the persons in classes (c), (d) and (e) 
actually residing with them. 

3) No dwellings belonging to the Government of the United States 
of America or to the Panama Railroad Company and situated within 
the Canal Zone shall be rented, leased or sublet except to persons with- 
in classes (a) to (e), inclusive of Section 2 hereinabove. 

4) The Government of the United States of America will continue 
to cooperate in all proper ways with the Government of the Republic 
of Panama to prevent violations of the immigration and customs laws 
of the Republic of Panama, including the smuggling into territory 
under the jurisdiction of the Republic of goods imported into the 
Canal Zone or purchased, produced or manufactured therein by the 
Government of the United States of America. 

5) With the exception of concerns having a direct relation to the 
operation, maintenance, sanitation or protection of the Canal, such 
as those engaged in the operation of cables, shipping, or dealing in oil 
or fuel, the Government of the United States of America will not 
permit the establishment in the Canal Zone of private business 
enterprises other than those existing therein at the time of the sig- 
nature of this Treaty. 

6) In view of the proximity of the port of Balboa to the city of 
Panama and of the port of Cristobal to the city of Colén, the United 
States of America will continue to permit, under suitable regulations 
and upon the payment of proper charges, vessels entering at or clear- 
ing from the ports of the Canal Zone to use and enjoy the dockage 
and other facilities of the said ports for the purpose of loading and 
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unloading cargoes and receiving or disembarking passengers to or 
from the territory under the jurisdiction of the Republic of Panama. 

The Republic of Panama will permit vessels entering at or clearing 
from the ports of Panam4é or Colén, in case of emergency and also 
under suitable regulations and upon the payment of proper charges, 
to use and enjoy the dockage and other facilities of said ports for ‘the 
purpose of receiving or disembarking passengers to or from the terri- 
tory of the Republic of Panama under the jurisdiction of the United 
States of America, and of loading and unloading cargoes either in 
transit or destined for the service of the Canal or of works pertaining 
to the Canal. 

7) The Government of the United States of America will extend 
to private merchants residing in the Republic of Panama full oppor- 
tunity for making sales to vessels arriving at terminal ports of the 
Canal or transiting the Canal, subject always to appropriate adminis- 
trative regulations of the Canal Zone. 


ARTICLE IV 


The Government of the Republic of Panama shall not impose 
import duties or taxes of any kind on goods destined for or consigned 
to the agencies of the Government of the United States of America in 
the Republic of Panama when the goods are intended for the official 
use of such agencies, or upon goods | destined for or consigned to per- 
sons included in classes (a) and (b) in Section 2 of Artic le II] of this 
Treaty, who reside or sojourn in territory under the jurisdiction of 
the Republic of Panama during the performance of their service 
with the United States of America, the Panama Canal or the Panama 
Railroad Company, when the goods are intended for their own use 
and benefit. 

The United States of America shall not impose import duties or 
taxes of any kind on goods, wares and merchandise passing from 
territory under the jurisdiction of the Republic of Panama into the 
Canal Zone. 

No charges of any kind shall be imposed by the authorities of the 
United States of America upon persons residing in territory under 
the jurisdiction of the Republic of Panama passing from the said ter- 
ritory into the Canal Zone, and no charges of any kind shall be im- 
posed by the authorities of the Republic: of Panama upon persons in 
the service of the United States of America or residing in the Canal 
Zone passing from the Canal Zone into territory under the jurisdiction 
of the Republic of Panama, all other persons passing from the Canal 
Zone into territory under the jurisdiction of the Republic of Panama 
being subject to the full effects of the immigration laws of the Republic. 

In view of the fact that the Canal Zone divides the territory under 
the jurisdiction of the Republic of Panama, the United States of Amer- 
ica agrees that, subject to such police regulations as circumstances 
may require, Panamanian citizens who may ocasionally be deported 
from the Canal Zone shall be assured transit through the said Zone, 
in order to pass from one part to another of the territory under the 
jurisdiction of the Republic of Panama. 
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ARTICLE V 


Article [IX of the Convention of November 18, 1903, is hereby 
superseded, 

The Republic of Panama has the right to impose upon merchandise 
destined to be introduced for use or consumption in territory under 
the jurisdiction of the Republic of Panama, and upon yessels touching 
at Panamanian ports and upon the officers, crew or passengers of 
such vessels, the taxes or charges provided by the laws of the Republic 
of Panama; it being understood that the Republic of Panama will 
continue directly and exclusively to exercise its jurisdiction over the 
ports of Panama& and Colén and to operate exclusively with Pana- 
manian personnel such facilities as are or may be established therein 
by the Republic or by its authority. However, the Republic of 
Panama shall not impose or collect any charges or taxes upon any 
vessel using or passing through the Canal which does not touch at a 
port under Panamanian jurisdiction or upon the officers, crew or 
passengers of such vessels, unless they enter the Republic; it being 
also understood that taxes and charges imposed by the Republic of 
Panama upon vessels using or passing through the Canal which touch 
at ports under Panamanian jurisdiction, or upon their cargo, officers, 
crew or passengers, shall not be higher than those imposed upon 
vessels which touch only at ports under Panamanian jurisdiction and 
do not transit the Canal, or upon their cargo, officers, crew or 
passengers. 

The Republic of Panama also has the right to determine what 
persons or classes of persons arriving at ports ‘of the Canal Zone shall 
be admitted to the Republic of Panama and to determine likewise 
what persons or classes of persons arriving at such ports shall be 
excluded from admission to the Republic of Panama. 

The United States of America will furnish to the Republic of 
Panama free of charge the necessary sites for the establishment of 
customhouses in the ports of the Canal Zone for the collection of 
duties on importations destined to the Republic and for the exami- 
nation of merchandise, baggage and passengers consigned to or bound 
for the Republic of Panama, and for the prevention of contraband 
trade, it being understood that the collection of duties and the exam- 
ination of merchandise and passengers by the agents of the Govern- 
ment of the Republic of Panama, in accordance with this provision, 
shall take place only in the customhouses to be established by the 
Government of the Republic of Panama as herein provided, and that 
the Republic of Panama will exercise exclusive jurisdiction within the 
sites on which the customhouses are located so far as concerns the 
enforcement of immigration or customs laws of the Republic of 
Panama, and over all property therein contained and the personnel 
therein employed. 

To further the effective enforcement of the rights hereinbefore 
recognized, the Government of the United States of America agrees 
that, for the purpose of obtaining information useful in determining 
whether persons arriving at ports of the Canal Zone and destined to 
points within the jurisdiction of the Republic of Panama should be 
admitted or excluded from admission into the Republic, the immi- 
gration officers of the Republic of Panama shall have the right of free 
access to vessels upon their arrival at the Balboa or Cristobal piers 
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or wharves with passengers destined for the Republic; and that the 
appropriate authorities of the Panama Canal will adopt such adminis- 
trative regulations regarding persons entering ports of the Canal Zone 
and destined to points within the jurisdiction of the Republic of 
Panama as will facilitate the exercise by the authorities of Panama 
of their jurisdiction in the manner provided in Paragraph 4 of this 
Article for the purposes stated in Paragraph 3 thereof. 


ArticLe VI 


The first sentence of Article VII of the Convention of November 
18, 1903, is hereby amended so as to omit the following phrase: “or 
by the exercise of the right of eminent domain’’. 

The third paragraph of article VII of the Convention of November 
18, 1903, is hereby abrogated. 


ArticLtE VII 


Beginning with the annuity payable in 1934 the payments under 
Article XIV of the Convention of November 18, 1903, between the 
United States of America and the Republic of Panama, shall be four 
hundred and thirty thousand Balboas (B/430,000.00) as defined by 
the agreement embodied in an exchange of notes of this date. The 
United States of America may discharge its obligation with respect 
to any such payment, upon payment in any coin or currency, pro- 
vided the amount so paid is the equivalent of four hundred and thirty 
thousand Balboas (B/430,000.00) as so defined. 


Artic.e VIII 



































In order that the city of Colén may enjoy direct means of land 
communication under Panamanian jurisdiction with other territory 
under jurisdiction of the Republic of Panama, the United States of 
America hereby transfers to the Republic of Panama jurisdiction over 
a corridor, the exact limits of which shall be agreed upon and demar- 
cated by the two Governments pursuant to the following description: 

(a) The end at Colén connects with the southern end of the east 
half of the Paseo del Centenario at Sixteenth Street, Colén; thence 
the corridor proceeds in a general southerly direction, parallel to and 
east of Bolivar Highway to the vicinity of the northern edge of Silver 
City; thence eastward near the shore line of Folks River, around the 
northeast corner of Silver City; thence in a general southeasterly 
direction and generally parallel to the Randolph Road to a crossing 
of said Randolph Road, about 1200 feet east of the East Diversion; 
thence in a general northeasterly direction to the eastern boundary 
line of the Canal Zone near the southeastern corner of the Fort Ran- 
dolph Reservation, southwest of Cativa. The approximate route of 
the corridor is shown on the map which accompanies this Treaty, 
signed by the Plenipotentiaries of the two countries and marked 
“Exhibit A”’. 

(b) The width of the corridor shall be as follows: 25 feet in width 
from the Colén end to a point east of the southern line of Silver City; 
thence 100 feet in width to Randolph Road, except that, at any 
elevated crossing which may be built over Randolph Road and the 
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railroad, the corridor will be no wider than is necessary to include the 
viaduct and will not include any part of Randolph Road proper, or of 
the railroad right of way, and except that, in case of a grade crossing 
over Randolph Road and the railroad, the corridor will be interrupted 
by that highway and railroad ; thence 200 feet in width to the boundary 
line of the Canal Zone. 

The Government of the United States of America will extinguish 
any private titles existing or which may exist in and to the land in- 
cluded in the above-described corridor. 

The stream and drainage crossing of any highway built in the 
corridor shall not restrict the water passage to less than the capacity 
of the existing streams and drainage. 

No other construction will take place within the corridor than that 
relating to the construction of a highway and to the installation of 
electric power, telephone and telegraph lines; and the only activities 
which will be conducted within the said corridor will be those pertain- 
ing to the construction, maintenance and common uses of a highway 
and of power and communication lines. 

The United States of America shall enjoy at all times the right of 
unimpeded transit across the said corridor at any point, and of travel 
along the corridor, subject to such traffic regulations as may be 
established by the Government of the Republic of Panama; and the 
Government of the United States of America shall have the right to 
such use of the corridor as would be involved in the construction of 
connecting or intersecting highways or railroads, overhead and under- 
ground power, telephone, telegraph and pipe lines, and. additional 


drainage channels, on condition that these structures and their use 
shall not interfere with the purpose of the corridor as provided herein- 


above. 
ArTICLE 1X 


In order that direct means of land communication, together with 
accommodation for the high tension power transmission lines, may 
be provided under jurisdiction of the United States of America from 
the Madden Dam to the Canal Zone, the Republic of Panama hereby 
transfers to the United States of America jurisdiction over a corridor, 
the limits of which shal) be demarcated by the two Governments pur- 
suant to the following descriptions: 

A strip of land 200 ft. in width, extending 62.5 ft. from the center 
line of the Madden Road on its eastern boundary and 137.5 ft. from 
the center line of the Madden Road on its western boundary, con- 
taining an area of 105.8 acres or 42.81 hectares, as shown on the map 
which accompanies this Treaty, signed by the Plenipotentiaries of 
the two countries and marked ‘Exhibit B”’. 

Beginning at the intersection of the located center line of the 
Madden Road and the Canal Zone-Republic of Panama 5-mile 
boundary line, said point being located N. 29°20’ W. a distance of 
168.04 ft. along said boundary line from boundary monument No. 65, 
the geodetic position of boundary monument No. 65 being latitude 
N. 9°07’ plus 3,948.8 ft. and longitude 79°37’ plus 1,174.6 ft.: 

thence N. 43°10’ E. a distance of 541.1 ft. to station 324 plus 
06.65 ft.; 

thence on a 3° curve to the left, a distance of 347.2 ft. to station 
327 plus 53.9 ft.; 
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thence N. 32°45’ E. a distance of 656.8 ft. to station 334 plus 
10.7 ft.; 
thence on a 3° curve to the left a distance of 455.55 ft. to station 
338 plus 66.25 ft.; 
thence N. 19°05’ E. a distance of 1,135.70 ft. to station 350 
plus 01.95 ft.; 
thence on an 8° curve to the left a distance of 650.7 ft. to station 
356 plus 52.7 ft.; 
thence N. 32°58’ W. a distance of 636.0 ft. to station 362 plus 
88.7 ft.; 
thence on a 10° curve to the right a distance of 227.3 ft. to 
station 365 plus 16.0 ft.; 
thence N. 10°14’ W. a distance of 314.5 ft. to station 368 plus 
30.5 ft.; 
thence on a 5° curve to the left a distance of 178.7 ft. to station 
370 plus 09.2 ft.; 
thence N. 19°10’ W. a distance of 4,250.1 ft. to station 412 
plus 59.3 ft.; 
thence on a 5° curve to the right a distance of 720.7 ft. to sta- 
tion 419 plus 80.0 ft.; 
thence N. 16°52’ E. a distance of 1,664.3 ft. to station 436 plus 
44.3 ft.; 
thence on a 5° curve to the left a distance of 597.7 ft. to station 
442 plus 42.0 ft.; 
thence N. 13°01’ W. a distance of 543.8 ft. to station 447 plus 
85.8 ft.; 
thence on a 5° curve to the right a distance of 770.7 ft. to 
station 455 plus 56.5 ft. ; 
thence N. 25°31’ E. a distance of 1,492.2 ft. to station 470 plus 
48.7 ft.; 
thence on a 5° curve to the right a distance of 808.0 ft. to 
station 478 plus 56.7 ft.; 
thence N. 65°55’ E. a distance of 281.8 ft. to station 481 plus 
38.5 ft.; 
thence on an 8° curve to the left a distance of 446.4 ft. to station 
485 plus 84.9 ft.; 
os N. 30°12’ E. a distance of 479.6 ft. to station 490 plus 
64.5 ft.; 
thence on a 5° curve to the left a distance of 329.4 ft. to station 
493 plus 93.9 ft.; 
thence N. 13°44’ E. a distance of 1,639.9 ft. to station 510 plus 
33.8 ft.; 
thence on a 5° curve to the left a distance of 832.3 ft. to station 
518 plus 66.1 ft.; 
thence N. 27°53’ W. a distance of 483.9 ft. to station 523 plus 
50.0 ft.; 
thence on an 8° curve to the right a distance of 469.6 ft. to 
station 528 plus 19.6 ft.; 
thence N. 9°41’ E. a distance of 1,697.6 ft. to station 545 plus 
17.2 ft.; 
thence on a 10° curve to the left a distance of 451.7 ft. to sta- 
tion 549 plus 68.9 ft., which is the point marked Point Z on the 
above-mentioned map known as “Exhibit B’’. 
(All bearings are true bearings.) 
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The Government of the Republic of Panama will extinguish any 
private titles existing or which may exist in and to the land ineluded 
in the above-described corridor, 

The stream and drainage crossings of any highway built in the 
corridor shall not restrict the water passage to less than the capacity 
of the existing streams and drainage. 

No other construction will take place within the corridor than that 
relating to the construction of a highway and to the installation of 
electric power, telephone and telegraph lines; and the only activities 
which will be conducted within the said corridor will be those pertain- 
ing to the construction, maintenance and common uses of a highway, 
and of power and communication lines, and auxiliary works thereof. 

The Republic of Panama shall enjoy at all times the right of un- 
impeded transit across the said corridor at any point, and of travel 
along the corridor, subject to such traffic regulations as may be estab- 
lished by the authorities of the Panama Canal; and the Government 
of the Republic of Panama shall have the right to such use of the 
corridor as would be involved in the construction of connecting or 
intersecting highways or railroads, overhead and underground power, 
telephone, telegraph and pipe lines, and additional drainage channels, 
on condition that these structures and their use shall not interfere 
with the purpose of the corridor as provided hereinabove. 


ARTICLE X 


In case of an international conflagration or the existence of any 
threat of aggression which would endanger the security of the Republic 
of Panama or the neutrality or security of the Panama Canal, the 
Governments of the United States of America and the Republic of 
Panama will take such measures of prevention and defense as they 
may consider necessary for the protection of their common interests. 
Any measures, in safeguarding such interests, which it shall appear 
essential to one Government to take, and which may affect the terri- 
tory under the jurisdiction of the other Government, will be the 
subject of consultation between the two Governments. 


ArTICcLE XI 


The provisions of this Treaty shall not affect the rights and obliga- 
tions of either of the two High Contracting Parties under the treaties 
now in force between the two countries, nor be considered as a limi- 
tation, definition, restriction or restrictive interpretation of such 
rights and obligations, but without prejudice to the full force and 
effect of any provisions of this Treaty which constitute addition to, 
modification or abrogation of, or substitution for the provisions of 
previous treaties. 

ArticLe XII 


The present Treaty shall be ratified in accordance with the consti- 
tutional methods of the High Contracting Parties and shall take effect 
immediately on the exchange of ratifications which shall take place 
at Washington. 
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IN WITNESS WHEREOF, the Plenipotentiaries have signed this Treaty 
in duplicate, in the English and Spanish languages, both texts being 
authentic, and have hereunto affixed their seals. 

Done at the city of Washington the second day of March, 1936. 


CorpELt Hut [sEAL} 
SuMNER WELLES [SEAL] 
R. J. ALtFaro [SEAL] 
Narciso Garay  [sEAtL] 


AND WHEREAS the said Treaty has been duly ratified on both parts, 
and the ratifications of the two Governments were exchanged in the 
city of Washington on the twenty-seventh day of July one thousand 
nine hundred and thirty-nine; 

Now, THEREFORE, be it known that I, Franklin D. Roosevelt, 
President of the United States of America, have caused the said 
Treaty to be made public, to the end that the same and every article 
and clause thereof may be observed and fulfilled with good faith by 
the United States of America and the citizens thereof. 

IN TESTIMONY WHEREOF, I have hereunto set my hand and caused 
the Seal of the United States of America to be affixed. 

Done at the city of Washington this twenty-seventh day of July 

in the year of our Lord one thousand nine hundred and 

[sEAL] thirty-nine and of the Independence of the United States 

of America the one hundred and sixty-fourth. 


FRANKLIN D RoosEvELtT 


By the President: 


Corpre.tt Huu 
Secretary of State. 





APPENDIX C 


TREATY OF MUTUAL UNDERSTANDING AND 
COOPERATION 


Treaty, with memorandum of understandings reached; signed at Panamd, 
January 25, 1955; ratification advised by the Senate of the United 
States of America, July 29, 1955; ratified by the President of the 
United States of America, August 17, 1955; ratified by Panama, 
August 15, 1955; ratifications eachanged at Washington, August 23, 
1955; proclaimed by the President of the United States of America, 
August 26, 1955; entered into force, August 23, 1956. 


By THE PRESIDENT OF THE UNITED STATES OF AMERICA 
A PROCLAMATION 


Wuereas a Treaty of Mutual Understanding and Cooperation 
between the United States of America and the Republic of Panama, 
together with a related Memorandum of Understandings Reached, 
was signed at Panama on January 25, 1955; 

WuereEas the texts of the said Treaty and related Memorandum 


of Understandings Reached, in the English and Spanish languages, 
are word for word as follows: 


TREATY OF MutvuaL UNDERSTANDING AND COOPERATION BETWEEN 
THE UNITED STATES OF AMERICA AND THE REPUBLIC OF PANAMA 


The President of the United States of America and the President 
of the Republic of Panama, desirous of concluding a treaty further 
to demonstrate the mutual understanding and cooperation of the two 
countries and to strengthen the bonds of understanding and friendship 
between their respective peoples, have appointed for that purpose as 
their respective Preninotentiatier: 

The President of the United States of America: 

Selden Chapin, Ambassador Extraordinary and Plenipo- 
tentiary of the United States of America to the Republic of 
Panama, 

The President of the Republic of Panama: 

Octavio Fabregn, Minister of Foreign Relations of the Republic 
of Panama, 

who, having communicated to one another their respective full powers, 
found in good and due form, and recognizing that neither the provi- 
sions of the Convention signed November 18, 1903, nor the General 
Treaty signed March 2, 1936, nor the present Treaty may be modified 
except by mutual consent, agree upon the following articles: 
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ARTICLE I 


Beginning with the first annuity payable after the exchange of 
ratifications of the present Treaty, the payments under Article XIV 
of the Convention for the Construction of a Ship Canal between the 
United States of America and the Republie of Panama, signed Novem- 
ber 18, 1903, as amended by Art.cle VII of the General Treaty of 
Friendship ‘and ‘Cooperation, signed March 2, 1936, shall be One 
Million Nine Hundred Thirty Thousand and no/100 Balboas (B/1,930,- 
000) as defined by the agreement embodied in the exchange of notes 
of March 2,:1936, between the Secretary of State of the United States 
of America and the Members of the Panamanian Treaty Commission. 
The United State.of America may discharge its obligation with respect 
to any such payment in any coin or currency, provided the amount so 
paid is the equivalent of One Million Nine Hundred Thirty Thousand 
and no/100 Balboas (B/1,930,000) as so defined. 

On the date of the first payment under the present Treaty, the 
provisions of this Article shall supersede the provisions of Article VII 
of the General Treaty signed March 2, 1936. 

Notwithstanding the provisions of this Article, the High Contract- 
ing Parties recognize the absence of any obligation on the part of 
either Party to alter the amount of the annuity. 


ARTICLE II 


(1) Notwithstanding the provisions of Article X of the Convention 
signed November 18, 1903, between the United States of America 
and the Republic of Panama, the United States of America agrees 
that the Republic of Panama may, subject to the provisions of para- 
graphs (2) and (3) of this Article, impose taxes upon the income 
(including income from sources within the Canal Zone) of all persons 
who are employed in the service of the Canal, the railroad, or auxiliary 
works, whether resident within or outside the Canal Zone, except— 

(a) members of the Armed Forces of the United States of 
America. 

(b) citizens of the United States of America, including those 
who have dual nationality, and 

(c) other individuals who are not citizens of the Republic of 
Panama and who reside within the Canal Zone. 

(2) It is understood that any tax levied pursuant to paragraph (1) 
ef this Article shall be imposed on a non-discriminatory basis and 
shall in no case be imposed at a rate higher or more burdensome than 
that applicable to income of citizens of the Republic of Panama 
generally. 

(3) The Republic of Panama agrees not to impose taxes on pensions, 
annuities, relief payments, or other similar payments, or payments by 
way of compensation for injuries or death occurring in connection 
with, or ineident to, service on the Canal, the railroad, or auxiliary 
works paid to or for the benefit of members of the Armed Forces or 
citizens of the United States of America or the lawful beneficiaries of 
such members or citizens who reside in territory under the jurisdiction 
of the Republic of Panama. 

The provisions of this Article shall be operative for the taxable 
years beginning on or after the first day of January following the 
year in which the present Treaty enters into force. 
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ARTICLE III 


Subject to the provisions of the succeeding paragraphs of this 
Article, the United States of America agrees that the monopoly 
granted in perpetuity by the Republic of Panama to the United States 
for the construction, maintenance and operation of any system of com- 
munication by means of canal or railroad across its territory between 
the Caribbean Sea and the Pacific Ocean, by Article V of the Conven- 
tion signed November 18, 1903, shall be abrogated as of the effective 
date of this Treaty in so far as it pertains to the construction, mainte- 
nance and operation of any system of trans-Isthmian communication 
by railroad within the territory under the jurisdiction of the Republic 
of Panama. 

Subject to the provisions of the succeeding paragraphs of this 
Article, the United States further agrees that the exclusive right to 
establish roads across the Isthmus of Panama acquired by the United 
States as a result of a concessionary contract granted to the Panama 
Railroad Company shall be abrogated as of the date of the entry into 
force of this Treaty, in so far as the right pertains to the establishment 
of roads within the territory under the jurisdiction of the Republic of 
Panama. 

In view of the vital interest of both countries in the effective pro- 
tection of the Canal, the High Contracting Parties further agree that 
such abrogation is subject to the understanding that no system of 
inter-oceanic communication within the territory under the jurisdic- 
tion of the Republic of Panama by means of railroad or highway may 
be financed, constructed, maintained, or operated directly or indirectly 
by a third country or nationals thereof, unless in the opinion of both 
High Contracting Parties such financing, construction, maintenance, 
or operation would not affect the security of the Canal. 

The High Contracting Parties also agree that such abrogation as is 
contemplated by this Article shall in no wise affect the maintenance 
and operation of the present Panama Railroad in the Canal Zone and 
in territory subject to the jurisdiction of the Republic of Panama. 


ARTICLE IV 


The second paragraph of Article VII of the Convention signed 
November 18, 1903, having to do with the issuance of, compliance 
with, and enforcement of, sanitary ordinances in the Cities of Panama 
and Colén, shall be abrogated in its entirety as of the date of entry 
into force of this Treaty. 

ARTICLE V 


The United States of America agrees that, subject to the enactment 
of legislation by the Congress, there shall be conveyed to the Republic 
of Panama free of cost all the right, title and interest held by the 
United States of America or its agencies in and to certain lands and 
improvements in territory under the jurisdiction of the Republic of 
Panama when and as determined by the United States to be no longer 
needed for the operation, maintenance, sanitation or protection of 
the Panama Canal or of its auxiliary works, or for other authorized 
purposes of the United States in the Republic of Panama. The lands 
and improvements referred to in the preceding sentence and the 
determinations by the United States of America respecting the same, 
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subject to the enactment of legislation by the Congress, are designated 
and set forth in Item 2 of the Memorandum of Understandings 
Reached which bears the same date as this Treaty. The United 
States of America also agrees that, subject to the enactment of 
legislation by the Congress, there shall be conveyed to the Republic 
of Panama free of cost all its right, title and interest to the land and 
improvements in the area known as PAITILLA POINT and that 
effective with such conveyance the United States of America shall 
relinquish all the rights, power and authority granted to it in such 
area under the Convention signed November 18, 1903. The Republic 
of Panama agrees to save the Government of the United States 
harmless from any and all claims which may arise incident to the 
conveyance of the area known as PAITILLA POINT to the Republic 
of Panama. 
ARTICLE VI 


Article V of the Boundary Convention, signed September 2, 1914, 
between the United States of America and the Republic of Panama, 
shall be replaced by the following provisions: 

“Tt is agreed that the permanent boundary line between the City 
of Colén (including the Harbor of Colén, as defined in Article VI of 
the Boundary Convention of 1914, and other waters adjacent to the 
shores of Colén, and the Canal Zone shall be as follows: 

Beginning at an unmarked point called ‘‘E”’, located on the north- 
easterly boundary of the Colén Corridor (at its Colén extremity), 
the geodetic position of which, referred to the Panam4-Colén datum 
of the Canal Zone triangulation system, is in latitude 9° 21’ N. plus 
0.00 feet (0.000 meters) and longitude 79° 54’ W. plus 356.09 feet 
(108.536 meters). 

Thence from said initial point by metes and bounds: 

Due East, 2662.83 feet (811.632 meters), along North latitude 
9° 21” plus 0.00 feet (0.000 meters); to an unmarked point in 
Folks River, called “F’’, located at longitude 79° 53’ W. plus 
3700.00 feet (1127.762 meters) ; 

N. 36° 36’ 30’’ E., 2616.00 feet (797.358 meters), to an un- 
marked point in Manzanillo Bay, called “G’’; 

N. 22° 41’ 30’’ W., 1192.00 feet (363.322 meters), to an un- 
marked point in Manzanillo Bay, called “H”’; 

N. 56° 49’ 00’ W., 777.00 feet (236.830 meters), to an un- 
marked point in Manzanillo Bay, called “1”; 

N. 29° 51’ 00’’ W., 2793.00 feet (851.308 meters), to an un- 
marked point in Manzanillo Bay, called “J”’; 

N. 50° 56’ 00’ W., 3292.00 feet (1003.404 meters), to an 
unmarked point in Limon Bay, called “K’’; 

S. 56° 06’ 11’ W., 4258.85 feet (1298.100 meters), to an 
unmarked point in Limon Bay, called “L’’, which is located on 
the northerly boundary of the Harbor of Colén. 

Thence following the boundary of the Harbor of Colén, as described 
in Article VI of the Boundary Convention signed September 2, 1914, 
to monument ‘‘D’’’, as follows: 

N. 78° 30’ 30’’ W., 2104.73 feet (641.523 meters), on a line to 
the light house on Toro Point, to an unmarked point in Limon 
Bay, called ‘“M’’, located 330 meters or 1082.67 feet easterly and 
at. right angles from the centerline of the Panama Canal; 
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S. 00° 14’ 50’’ W., 3074.46 feet (937.097 meters), parallel to 
and 330 meters or 1082.67 feet easterly from the centerline of the 
Panama Canal, to an unmarked point in Limon Bay, ealled “N”’; 

S. 78° 30’ 30”’ E., 3952.97 feet (1204.868 meters), to monument 
“TD”, which is a concrete monument, located on the easterly shore 
of Limon Bay. 

Thence following the boundary between the City of Colén and the 
Canal Zone, as described in Article V of the Boundary Convention 
signed September 2, 1914, to monument “B” as follows: 

S. 78° 30’ 30” E., 258.65 feet (78.837 meters) through monu- 
ments Nos. 28 and 27 which are brass plugs in pavement, to 
monument ‘“‘D’’, which is a concrete monument, the distances 
being 159.96 feet (48.756 meters), 28.26 feet (8.614 meters), and 
70.43 feet (21.467 meters), successively, from beginning of the 
course ; 

N. 74° 17’ 35” E., 533.60 feet (162.642 meters), along the 
centerline of Eleventh Street, through monuments Nos. 26, 25, 
24 and 23, which are brass plugs in the pavement, to “‘C’’, which 
is an unmarked point beneath the clock pedestal on the centerline 
of Bolivar Avenue, the distances being 95.16 feet (29.005 meters), 
91.02 feet (27.743 meters), 166.71 feet (50.813 meters), 158.66 
feet (48.360 meters) and 22.05 feet (6.721 meters), successively, 
from beginning of the course; 

S. 15° 58’ 00” E., 965.59 feet (294.312 meters), along the cen- 
terline of Bolivar Avenue, through monuments Nos. 22, 21, 20 
and 19, which are brass plugs in the pavement, to monument 
“B”’, which is a brass plug, the distances being 14.35 feet (4.374 
meters), 143.13 feet (43.626 meters), 238.77 feet (72.777 meters), 
326.77 feet (99.600 meters) and 242.57 feet (73,935 meters), 
successively from beginning of the course. (Monument ‘‘B”’ is 
the point of beginning referred to in Article I of the Convention 
between the United States of America and the Republic of 
Panama regarding the Colén Corridor and certain other Corridors 
through the Canal Zone, signed at Panam& on May 24, 1950.) 

Thence following the boundary between the City of Col6én and the 
Canal Zone, to monument ‘‘A’’, as described in Article I of the Corridor 
Convention referred to in the next-preceding paragraph: 

S. 15° 57’ 40”’ E., 117.10 feet (35.692 meters) along the center- 
line of Bolivar Avenue to Monument No. A-8, which is a brass 
plug located at the intersection with the centerline of 14th Street 
projected westerly, in North latitude 9° 21’ plus 1356.18 feet 
(413.364 meters) and West longitude 79° 54’ plus 1862.57 feet 
(567.712 meters) ; 

N. 73° 59’ 35” E., 172.12 feet (52.462 meters) along the center- 
line of 14th Street to Monument No. A-7, which is a brass plug 
located at the intersection with the line of the west curb of 
Boundary Street projected northerly in North latitude 9° 21’ 
plus 1403.64 feet (427.830 meters) and West longitude 79° 54’ 
plus 1697.12 feet (517.283 meters) ; 

Southerly along the westerly curb of Boundary Street and its 
prolongation to Monument No. A-4, which is a brass plug located 
at the intersection of two curves, in North latitude 9° 21’ plus 
833.47 feet (254.042 meters) and West longitude 79° 54’ plus 
980.94 feet (298.991 meters) (this last mentioned course passes 
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through a curve to the left with a radius of 40.8 feet (12.436 
meters) and the intersection of its tangents at point A—6 in North 
latitude 9° 21’ plus 1306.23 feet (398.140 meters) and West longi- 
tude 79° 54’ plus 1669.37 feet (508.825 meters), and a curve to 
the right with a radius of 1522 feet (436.907 meters) with the 
point of intersection of its tangents at point A—5 in North latitude 
9° 21’ plus 958.14 feet (292.042 meters) and West longitude 79° 
54’ plus 1105.89 feet (337.076 meters)) ; 

Through a curve to the left with a radius of 262.2 feet (79.919 
meters) and the intersection of its tangents at point A—3 in North 
latitude 9° 21’ plus 769.07 feet (234.413 meters) and West longi- 
tude 79° 54’ plus 955.43 feet (291.216 meters); a curve to the 
right with a radius of 320.0 feet (97.536 meters) and the inter- 
section of its tangents at point A—2 in North latitude 9° 21’ plus 
673.38 feet (205.247 meters) and West longitude 79° 54’ plus 
836.40 feet (254.935 meters); and a curve to the left with a radius 
of 2571.5 feet (783.795 meters) and the intersection of its tangents 
at point A-1 in North latitude 9° 21’ plus 302.15 feet (92.096 
meters) and West longitude 79° 54’ plus 680.96 feet (207.557 
meters) to Monument No. “A’’, which is a 1% inch brass plug 
located in the old sea wall, in North latitude 9° 21’ plus 45.60 
feet (13.899 meters) and West longitude 79° 54’ plus 487.65 feet 
(148.636 meters) ; 

S. 21° 34’ 50’’ W., 29.19 feet (8.897 meters), to an unmarked 
point called #1; 

Southeasterly, 23.26 feet (7.090 meters), along a curve to the 
left with a radius of 2596.48 feet (791.409 meters) (the chord of 
which bears S. 37° 28’ 20’’ E., 23.26 feet (7.090 meters) to an 
unmarked point called #2, located on the southwesterly boundary 
of the Colén Corridor at North latitude 9° 21’ plus 0.00 feet 
(0.000 meters). 

The directions of the lines refer to the true meridian. 

The above-described boundary is as shown on Panama Canal Com- 
pany drawing No. 6117-22, entitled ‘Boundary Line Between the 
City of Colén and the Canal Zone’’, scale 1 inch to 600 feet, dated 
December 23, 1954, prepared for the Canal Zone Government, at- 
trached as an annex hereto and forming a part hereof. 

Article VIII of the General Treaty signed March 2, 1936, as 
amended by Article III of the Convention between the United States 
of America and the Republic of Panama regarding the Colén Corridor 
and certain other corridors through the Canal Zone, signed May 24, 
1950, is hereby modified by removing from the Coldén, or westerly, 
end of the Colén Corridor the portion thereof lying north of North 
latitude 9° 21’ and incorporating such portion within the boundary of 
the City of Colén as described above. 

This Article shall become effective upon completion of the with- 
drawal by the United States of America from the sections of the city 
of Colén known as New Cristobal, Colén Beach and the de Lesseps 
Area, with the exception of the lots retained for consulate purposes, 
except that it shall in no case become effective prior to the exchange 
of the instruments of ratification of this Treaty and the exchange of 
instruments of ratification of the Convention signed May 24, 1950, 
referred to in the preceding paragraph. 
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ARTICLE 





Vil 


The second paragraph of Article VII of the Boundary Convention 
signed September 2, 1914, between the United States of America and 
the Republic of Panama, shall be abrogated in its entirety as of the 
date of entry into force of the present Treaty. 

The landing pier situated in the small cove on the southerly side of 
Manzanillo Island, constructed pursuant to provisions contained in 
the second paragraph of Article VII of ee Boundary Convention of 
1914 between the two countries, shall become the property of the 
Government of the Republic of Panama as of the date of entry into 
force of the present Treaty. 
ARTICLE VIII 
(a) The Republic of Panama will reserve exclusively for the purpose 
of maneuvers and military 8 sy: the area described in the maps 
(Nos. SGN-7—54 and SGN-8-—54, each dated November 17, 1954) 
and accompanying desc aotiies ee se by the Comisién Catastral 
of the Republic of Panama, attached as the Annex hereto, onal will 
permit the United States of America, without cost and free of all 
encumbrances, exclusively to utilize said area for the indicated purpose 
for a period of fifteen (15) years, subject to extension thereafter as 
agreed by the two Governments. This authorization includes the 
free access to, egress from, and movements within and over, said area. 
This utilization will not affect the sovereignty of the Republic of 
Panama, or the operation of the Constitution and the laws of the 
Re a over the mentioned area. 

The United States Armed Forces, the members thereof and their 
families actually residing with them, and United States nationals 
who, in an official capacity, are serving with or accompanying the 
Armed Forces of the United States and members of their families 
actually residing with them will be exempted within the said area from 
all taxation by the Republic of Panama or any of its political sub- 
divisions. 

(c) Prior to the expiration of the period envisaged in this Article 
and within a reasonable time thereafter t the United States shall have 
the right to remove from this training and maneuver area, or other- 
wise to dispose of, without limitation or restriction all structures, 
installations, facilities, equipment and supplies brought into, or con- 
structed or erected within this training and maneuver area by or on 
behalf of the United States. The Republic of Panama will not be re- 
quired to reimburse the United States for any structures, installations, 
facilities, equipment and supplies not removed or otherwise disposed 
of as provided herein. 

(d) The United States shall be under no obligation to restore this 
training and meneuver area or the facilities and installations thereon 
to their original condition upon the termination of this Article, except 
for the landing strip which will be returned in at least as good condition 
as that obtaining at the time of coming into effect of this Article. 

(e) The provisions of this Article shall in no manner terminate or 
modify the provisions concerning the holding of military maneuvers 
in the Republic of Panama established by the Notes ancillary to the 
General Treaty signed March 2, 1936 other than as provided herein 
for this training and maneuver area. 
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ARTICLE IX 










The Republic of Panama hereby waives the right under Article XIX 
of the Convention signed November 18, 1903, to transportation by 
railway within the Zone, without paying charges of any kind, of per- 
sons in the service of the Republic of Panama, or of the police force 
charged with the preservation ‘of public order outside of the Canal Zone, 
as well as of their baggage, munitions of war and supplies. 











ARTICLE X 





The High Contracting Parties agree that, in the event of the dis- 
continuance of the Panama Railroad, and of the construction or com- 
a by the United States of a strategic highway across the Isthmus 
ying wholly within the Canal Zone intended primarily for serving the 
operation, maintenance, civil government, sanitation and protection 
ot the Panama Canal and Canal Zone, and notwithstanding anything 
to the contrary in Article VI of the Convention signed November 18, 
1903, the United States of America may in its discretion either pro- 
hibit or restrict the use, by busses or trucks not at the time engaged 
exclusively in the servicing of, or the transportation of supplies to, 
installations, facilities or residents of the Canal Zone, of that portion 
of such highway which lies between Mount Hope, Canal Zone and the 
intersection of such highway with the Canal Zone section of the 
Trans-Isthmian Highway re ferred to in ; Trans-Isthmian Highway 
Convention between the United States of America and the Republic 
of Panama, signed March 2, 1936. 





















ARTICLE XI 
The Republic of Panama agrees, notwithstanding the provisions of 
Article III of the General Treaty signed March 2, 1936, that the 
United States of America may extend the privilege of purchasing at 
post exchanges small items of personal convenience and items neces- 
sary for professional use, to military personnel of friendly third coun- 
tries present in the Zone under auspices of the United States. 












ARTICLE XII 





The United States of America agrees that, effective December 31, 
1956, there will be excluded from the privilege of making purchases i in 
the commissaries and other sales stores in the Canal Zone as well as 
the privilege of making importations into the Canal Zone all those 
persons who are not citizens of the United States of America, except 
members of the Armed Forces of the United States, and who do not 
actually reside in the Canal Zone but who are included in the cate- 
gories, of persons authorized to reside in said Zone; it being understood 
nevertheless that all personnel of the agencies of the United States of 
America will be permitted under adequate controls to purchase small 
articles such as meals, sweets, chewing gum, tobacco and similar 
articles near the sites of their jobs. 

The United States of America further agrees that, effective Decem- 
ber 31, 1956, and notwithstanding the provisions of the first para- 
graph of Article IV of the General Treaty signed March 2, 1936, the 
Government of the Republic of Panama may impose import duties 
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and other charges upon goods destined or consigned to persons, other 
than citizens of the United States of America, included in class (a) in 
Section 2 of Article III of said Treaty, who reside or sojourn in terri- 
tory under the jurisdiction of the Republic of Panama during the per- 
formance of their service with the United States of America or its 
agencies, even though such goods are intended for their own use and 
benefit. 

ARTICLE XIII 





The present Treaty shall be subject to ratification and the instru- 
ments of ratification shall be exchanged at Washington. It shall 
enter into force on the date of the exchange of the instruments of 
ratification. 








































MEMORANDUM OF UNDERSTANDINGS REACHED 





In connection with the 1953-1954 negotiations between representa- 
tives of the United States of America and the Republic of Panama, 
which have resulted in the signature of a Treaty between the two 
countries, the following understandings have been reached: 

~ the part of the United States of America: 

. Legislation will be sought which will authorize each agency of 
dia United States Government in the Canal Zone to conform its 
existing wage practices in the Zone to the following principles: 

(a) The basic wage for any given grade level will be the same 
for any employee eligible for appointment to the position without 
regard to whether he is a citizen of the United States or of the 
Republic of Panama. 

(b) In the case of an employee who is a citizen of the United 
States, there may be added to the base pay an increment repre- 
senting an overseas differential plus an allowance for those 
elements, such as taxes, which operate to reduce the disposable 
income of such an employee as compared with an employee who 
is a resident of the area. 

(c) The employee who is a citizen of the United States will 
also be eligible for greater annual leave benefits and travel allow- 
ances because of the necessity for periodic vacations in the United 
States for recuperation purposes and to maintain contact with 
the employee’s home environment. 

Legislation will be sought to make the Civil Service Retirement Act 
uniformly applicable to citizens of the United States and of the 
Republic of Panama employed by the Government of the United 
States in the Canal Zone. 

The United States will afford equality of opportunity to citizens of 
Panama for employment in all United States Government positions 
in the Canal Zone for which they are qualified and in which the employ- 
ment of United States citizens is not required, in the judgment of the 
United States, for security reasons. 

The agencies of the United States Government will evaluate, 
classify and title all positions in the Canal Zone without regard to the 
nationality of the incumbent or proposed incumbent. 

Citizens of Panama will be afforded opportunity to participate in 
such training programs as may be conducted for employees by United 
States agencies in the Canal Zone. 
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2. With reference to that part of Article V of the Treaty signed 
today which deals with the conveyance to the Republic of Panama 
free of cost of all the right, title and interest held by the United States 
of America or its agencies in and to certain lands and improvements 
situated in territory under the jurisdiction of the Republic of Panama, 
steps will be taken as provided in this Item. 

(a) Legislation will be sought to authorize and direct the transfer 
to the Republic of Panama of all the right, title and interest held by 
the a States or its agencies in or to the following real property: 

. The J. N. Vialette and Huerta de San Doval tracts in the 
site of PanamA and the Aspinwall tract on the Island of Taboga. 

2. Las Isletas and Santa Catalina Military Reservations on the 
Island of Taboga. This transfer will include the cable rights-of- 
way which have a width of 20 feet (6.10 meters) and extend be- 
tween the Ancon Cove Military Reservation and the Santa 
Catalina Military Reservation, and between the El Vigia Military 
Re ser vation and the Las Isletas Military Reservation. 

The lot in Colén now reserved for consulate purposes. 

4. Certain lands on the westerly shores of the city of Colén 
described roughly as extending from the southerly boundary of 
the de Lesseps area (4th Street extended) to the Colén-Canal 
Zone boundary and bounded on the east by the east wall of the 
old freight house and, below that structure, by a line 25 feet 
(7.622 meters) west of the center line of the most westerly rail- 
road track. This transfer will include the certain improvements 
consisting of the old freight house and Colén Pier Number 3. 

(b) Legislation will be sought to authorize and direct the Panama 
Canal C ompany to remove its railway terminal operations from the 
city of Panama and to transfer to the Republic of Panama free of coast 
all of the right, title and interest of the Panama Canal Company in and 
to the lands known as the Panama Railroad Yard, including the im- 
provements thereon and specifically including the railway passenger 
station. This action will also relieve the Government of the Republic 
of Panama of its obligation under Point 10 of the General Relations 
Agreement between the United States of America and the Republic of 
Panama signed May 18, 1942 to make available without cost to the 
Government of the United States of America a suitable new site for 
such terminal facilities. 

(c) With respect to those areas in the city of Colén known as de 
Lessepe, Colén Beach and New Cristobal (with the exception of two 
lots in the de Lesseps area which the United States intends to use for 
consulate purposes), legislation will be sought to authorize and direct 
the gradual withdrawal from these areas and the conveyance or trans- 
fer to the Republic of Panama free of cost of all the right, title and 
interest of the United States and of its agency, the Panama Canal 
Company, in and to the lands and improvements thereon. Under 
this process of gradual withdrawal the United States Government, 
and/or its agencies, will not be obligated to install any new structure 
in such areas and, as severable parts of the areas cease to be needed, 
the lands and improvements would be conveyed or transferred. The 
severability of parts of the areas depends upon a number of practical 
considerations including those having to do with the present obliga- 
tions of the United States, with respect to the subject areas, concern- 
ing water and sewerage facilities, street cleaning and pavaing, water 
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supply, et cetera, as stipulated in the Instrument of Transfer of Water 
and Sewerage Systems, executed between the Governor of the Panama 
Canal and the Foreign Minister of Panama on December 28, 1945. 

(d) With respect to the railroad passenger station and site in the 
city of Colén, legislation will be sought to authorize and direct the 
withdrawal from such site and structure at such time as the with- 
drawal from the areas known as de Lesseps, Colén Beach and New 
Cristobal, contemplated by the next preceding subparagraph, shall 
have been fully completed, and the conveyance to the Republic of 
Panama free of cost of all the right, title and interest of the United 
States and of its agency, the Panama Canal C ompapy, in and to such 
site and structure. However, the railroad tracks and trackage area 
in Colén, being required for switching purposes serving the Cristobal 
piers, will be retained for such purposes. 

(e) All transfers or conveyances of lands and improvements con- 
templated by this Item, subject to legislative authorization and direc- 
tion, will necessarily be made subject to any leases which may be 
outstanding in the respective areas, and will also contain provisions 
fully protecting the Government of the United States of America 
against any claims by lessees for damages or losses which may arise 
as a result of such transfers or conveyances. 

(f) The transfers or conveyances contemplated by this Item, sub- 
ject to legislative authorization, are in addition to the conveyance of 
Paitilla Point as specifically covered by Article V of the Treaty signed 
today, and to the transfer of real property effected by Article VI of 
said Treaty. 

Articles, materials, and supplies that are mined, produced or 
manufactured in the Republic of Panama, when purchased for use in 
the Canal Zone, will be exempted from the provisions of the Buy 
American Act. 

4. Referring to the exchange of notes > ited March 2, 1936, accessory 
to the General Tre ‘aty between the United States of America and the 
Republic of Panama signed on that date, relative to the sale to ships 
of goods imported into the Canal Zone by the Government of the 
United States of America, the United States of America agrees, 
effective December 31, 1956, and in benefit of Panamanian commerce, 
to withdraw wholly from, and thereafter to refrain from, any such 
sales to ships, provided that nothing in this Item shall apply 

(a) to sales to ships operated by or for the account of the 

Government of the United States of America, 

(b) to the sale of fuel or lubricants, or 

(c) to any sale or furnishing of ships stores which is incidental 
to the performance of ship repair operations by any agency of 
the Government of the United States of America. 

5. Legislative authorization and the necessary appropri: itions will 
be sought for the construction of a bridge at Balboa referred to in 
Point 4 of the General Relations Agreement of 1942. 

The United States of America agrees, effective December 31, 
1956, to withdraw from persons employed by agencies of the Govern- 
ment of the United States of America in the Canal Zone who are not 
citizens of the United States of America and who do not actually 
reside in said Zone the privilege of availing themselves of services 
which are offered within said Zone except those which are essential 
to health or necessary to permit them to perform their duties. 
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7. It is and will continue to be the policy of the Panama Canal 
agencies and of the Armed Forces in the Canal Zone in making pur- 
chases of supplies, materials and equipment, so far as permitted under 
United States legislation, to afford to the economy of the Republic 
of Panama full opportunity to compete for such business. 

8. In general connection with the matter of the importation of 
items of merchandise for resale in the sales stores in the Canal Zone, 
it will be the practice of the agencies concerned to acquire such items 
either from United States sources or Panamanian sources unless, in 
certain instances, it is not feasible to do so. 

9. With respect to the manufacture and processing of goods for sale 
to or consumption by individuals, now carried on by the Panama 
Canal Company, it will be the policy of the United States of America 
to terminate such activities whenever and for so long as such goods, 
or particular classes thereof, are determined by the United States of 
America to be available in the Republic of Panama on a continuing 
basis, in satisfactory qualities and quantities, and at reasonable prices. 
The United States of America will give prompt consideration to a 
request in writing on the part of the Government of Panama concern- 
ing the termination of the manufacture or processing of any goods 
covered in this Item as to which the Government of Panama may 
consider the criteria specified in this Item to have been met. 

10. Prompt consideration will be given to withdrawing from the 
handling of commercial cargo for transshipment on Canal Zone 
piers so soon as Panamanian port facilities are in satisfactory opera- 
tion in Colén. 

11. The United States agrees that the term “auxiliary works” as 
used in the Treaty includes the Armed Forces of the United States of 
America. 

On the part of the Republic of Panama: 

1. The Republic of Panama will lease to the United States of 
America, free of all cost save for the recited consideration of one 
Balboa, for a period of 99 years, two parcels of land contiguous to 
the present United States Embassy residence site, as designated on 
the sketch (No. SGN-9-—54, dated November 19, 1954) and accom- 
panying descriptions prepared by the Comisién Catastral of the 
Republic of Panama, attached hereto. 

2. The Republic of Panama assures the United States of America 
that the property, shown and described on the attsched map (No. 
SGN-6-54, dated October 1954) and accompanying description 
prepared by the Comisién Catastral of the Republic of Panama, in 
front of the United States Embassy office building site and between 
the Bay of Panama and Avenida Balboa as it may be extended 
between 37th and 39th Streets, will be preserved permanently as a 
park and not developed for commercial or residential purposes. 

3. So long as the United States of America maintains in effect those 
provisions of Executive Order No. 6997 of March 25, 1935 governing 
the importation of alcoholic beverages into the Canal Zone, the 
Republic of Panama will grant a reduction of 75 percent in the 
import duty on alcoholic beverages which are sold in Panama for 
importation into the Canal Zone pursuant to such Executive Order. 
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4. In connection with the authorization granted to the United 
States of America in Article VIII of the Treaty, the United States shall 
have free access to the beach areas contiguous to the maneuver area 
described in said Article VIII for purposes connected with training 
and maneuvers, subject to the public use of said beach as provided 
under the Constitution of Panama. 

The provisions of this Memorandum of Understandings Reached 
shall enter into force upon the exchange of instruments of ratification 
of the Treaty signed this day by the United States of America and the 
Republic of Panama. 
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APPENDIX E 
Public Law 85-550 


85th Ee Pes S. 1850 
July 25, 1958 
AN ACT 


To implement item 1 of a Memorandum of Understandings attached to the 
treaty of January 25, 1955, entered into by the Government of the United 
States of America and the Government of the Republic of Panama with respect 
to wage and employment practices of the Government of the United States 
of America in the Canal Zone. 


Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, 


FINDINGS 


SEcTION 1. (a) The Congress of the United States of America hereby 
finds that the Government of the United States of America and the 
Government of the Republic of Panama on January 25, 1955, entered 
into a treaty (known as the Treaty of Mutual Understanding and 
Cooperation), to which was attached a Memorandum of Understand- 
ings Reached (otherwise referred to as the Memorandum of Under- 
standings), signed by such governments on such date. 

(b) The Congress further finds that, under such Memorandum of 
Understandings, the Government of the United States assumed certain 
obligations set forth in item 1 of such Memorandum as follows: 

‘“]. Legislation will be sought which will authorize each agency of 
the United States Government in the Canal Zone to conform its 
existing wage practices in the Zone to the following principles: 

“‘(a) The basic wage for any given grade level will be the same 
for any employee eligible for appointment to the position without 
regard to whether he is a citizen of the United States or of the 
Republic of Panama. 

“(b) In the case of an employee who is a citizen of the United 
States, there may be added to the base pay an increment repre- 
senting an overseas differential plus an allowance for those 
elements, such as taxes, which operate to reduce the disposable 
income of such an employee as compared with an employee who 
is a resident of the area. 

“‘(c) The employee who is a citizen of the United States will 
also be eligible for greater annual leave benefits and travel allow- 
ances because of the necessity for periodic vacations in the United 
States for recuperation purposes and to maintain contact with 
the employee’s home environment. 

“Legislation will be sought to make the Civil Service Retirement 
Act uniformly applicable to citizens of the United States and the 


80 





UNITED STATES-PANAMA RELATIONS - 81 


Republic of Panama employed by the Government of the United 
States in the Canal Zone. 

“The United States will afford equality of opportunity to citizens 
of Panama for employment in all United States Government posi- 
tions in the Canal Zone for which they are qualified and in which the 
employment of United States citizens is not required, in the judgment 
of the United States, for security reasons. 

“The agencies of the United States Government will evaluate, clas- 
sify, and title all positions in the Canal Zone without regard to the 
nationality of the incumbent or proposed incumbent. 

“Citizens of Panama will be afforded opportunity to participate in 
such training programs as may be conducted for employees by the 
United States agencies in the Canal Zone.”’ 

(c) The Congress further finds that the enactment of legislation 
containing a statement of general policies and principles and other 
provisions in implementation of item 1 of such Memorandum of Under- 
standings is necessary to the faithful and proper discharge of the obli- 
gations assumed by the Government of the United States under such 
item. 

DEFINITIONS 


Sec. 2. As used in the following provisions of this Act, the term— 
(1) “department’”’ means a department, agency, or independent 
establishment in the executive branch of the Government of the 
United States (including a corporation wholly owned or con- 
trolled by the United States) which conducts operations in the 
Canal Zone; 

(2) “‘position’”’ means those duties and responsibilities of a 
civilian nature under the jurisdiction of a department (A) which 
are performed in the Canal Zone or (B) with respect to which 
the exclusion of individuals from the Classification Act of 1949, 
as amended, is provided for by section 202(21)(B) of such Act 
as amended by section 16 (a) of this Act; 

(3) “employee” means any individual holding a position; and 

(4) “continental United States’’ means the several States of the 
United States of America existing on the date of enactment of 
this Act and the District of Columbia. 


GENERAL RULES FOR EMPLOYMENT AND WAGE PRACTICES OF UNITED 
STATES GOVERNMENT IN THE CANAL ZONE 


Src. 3. (a) The head of each department is authorized and directed 
to conduct the employment and wage practices in the Canal Zone of 
such department in accordance with— 

(1) the principles established in item 1 of the Memorandum of 
Understandings set forth in section 1(b) of this Act; 

(2) the provisions of this Act; 

(3) the regulations promulgated by, or under authority of, the 
President of the United States in accordance with this Act; and 

(4) provisions of applicable law. 

(b) The President is authorized, to the extent he deems appro- 
priate— 

(1) to exclude any employee or position from this Act or from 
any provision of this Act, and 
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(2) to extend to any employee, whether or not such employee 
is a citizen of the United States, the same rights and privileges 
as are provided by applicable laws and regulations for citizens 
of the Gnited States employed in the competitive civil service of 
the Government of the United States. 


EMPLOYMENT STANDARDS 


Src. 4. (a) The head of each department shall establish written 
standards, in conformity with this Act, the regulations promulgated 
under section 15(b) of this Act, and the Canal Zone Merit System 
established under section 10 of this Act, for— 

(1) the determination of the qualifications and fitness of em- 
ployees and of individuals under consideration for appointment to 
positions, and 

(2) the selection of individuals for appointment, promotion, 
or transfer to positions. 

(b) Such standards shall be placed in effect on such date as the 
President shall prescribe but not later than the one hundred and 
eightieth day following the date of enactment of this Act. 


COMPENSATION 


Sec. 5. (a) The head of each department shall establish and may 
revise, from time to time, in accordance with this Act, the rates of 
basic compensation for positions and employees under his jurisdiction. 

(b) Such rates of basic compensation may be established and revised 
in relation to the rates of compensation for the same or similar work 
performed in the continental United States or in such areas outside 
the continental United States as may be designated in regulations 
promulgated under section 15(b) of this Act. 

(c) The head of each department may grant increases in such rates 
of basic compensation in amounts not to exceed the amounts of the 
increases granted, from time to time, by Act of Congress in corre- 
sponding rates of compensation in the appropriate schedule or scale of 
pay. The head of the department concerned may make such increases 
effective as of such date as he may designate but not earlier than 
the effective date of the corresponding increases provided by Act of 
Congress. 

(d) No rate of basic compensation established under this section 
shall exceed by more than 25 per centum, when increased by the 
amounts of the allowance and the differential authorized by section 7 
of this Act, the rate of basic compensation for the same or similar 
work performed in the continental United States by employees of the 
Government of the United States. 

(e) The initial adjustments in rates of basic compensation under 
authority of this section shall be effective on the first day of the first 
pay period which begins more than sixty days after the date on which 
regulations are promulgated under section 15(b) of this Act. 
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UNIFORM APPLICATION OF EMPLOYMENT STANDARDS AND RATES OF 
COMPENSATION 





Src. 6. The employment standards established under section 4 of 
this Act and the rates of basic compensation established under section 
5 of this Act shall be applied uniformly, within and among all depart- 
ments, to the respective positions, employees (other than employees 
who are citizens of the United States and are assigned to work in the 
Janal Zone on temporary detail), and individuals under considera- 
tion for appointment to positions, irrespective of whether the employee 
or individual concerned is a citizen of the United States or a citizen 
of the Republic of Panama. 





ADDITIONAL ALLOWANCE AND DIFFERENTIAL 



































Sec. 7. (a) Each employee who is a citizen of the United States 
shall receive, in addition to basic compensation at the rate established 
under section 5 of this Act, such amounts as the head of the depart- 
ment concerned may determine to be payable, as follows: 

(1) an allowance for taxes which operate to reduce the dispos- 
able income of such United States citizen employee in comparison 
with the disposable incomes of those employees who are not citi- 
zens of the United States; and 

(2) an overseas (tropical) differential not in excess of an 
amount equal to 25 per centum of the aggregate amount of the 
rate of basic compensation established under section 5 of this Act 
and the amount of the allowance provided in accordance with 
paragraph (1) of this subsection. 

(b) The aiaenene and differentials provided for by subsection (a) 
of this section shall become effective initially on the first day of the 
first pay period which begins more than sixty days after the date on 
which regulations are promulgated under section 15(b) of this Act. 


SECURITY POSITIONS 





Sec. 8. Notwithstanding any other provision of this Act but subject 
to regulations promulgated under section 15(b) of this Act, the head 
of each department may designate any position under his jurisdiction 
as a position which for security reasons shall be filled by a citizen of 
the United States. 





BENEFITS BASED ON COMPENSATION 






Sec. 9. For the purposes of determining— 
(1) amounts of insurance under the Federal Employees’ Group 
Life Insurance Act of 1954, as amended (5 U.S.C. 2091-2103), 
(2) amounts of compensation for death or disability under the 
Federal Employees’ Compensation Act, as amended (5 U.S.C. 
751 et seq.), 
(3) amounts of overtime pay or other premium compensation, 
(4) benefits under the Civil Service Retirement Act, as amended 
(5 U.S.C. 2251-2267), 
(5) annual leave benefits, and 
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(6) any other benefits which are related to basic compensation, 
the basic compensation of each employee who is a citizen of the United 
States shall include— 

(A) the rate of basic compensation for his position estab- 
lished in the manner provided by section 5 of this Act, and 

(B) the amount of the allowance and the differential deter- 
mined in the manner provided by section 7 of this Act. 


CANAL ZONE MERIT SYSTEM 


Sec. 10. (a) There shall be established, in conformity with this Act, 
and by regulations promulgated by, or under authority of, the Presi- 
dent, a Canal Zone Merit System of selection for appointment, a 
pointment, reinstatement, reemployment, and retention with respect 
to positions, employees, and individuals under consideration for 
appointment to positions. 

(b) The Canal Zone Merit System, irrespective of whether the 
employees or individuals concerned are citizens of the United States 
or citizens of the Republic of Panama, shall— 

(1) be based solely on the merit of the employee or individual 
and upon his qualifications and fitness to hold the position con- 
cerned, and 

(2) apply uniformly within and among all departments to 
positions, employees, and individuals concerned. 

(c) The Canal Zone Merit System— 

(1) shall conform generally to policies, principles, and stand- 
ards established by or in accordance with the Civil Service Act 
of January 16, 1883, as amended and supplemented, and 

(2) shall include provision for appropriate interchange of 
citizens of the United States employed by the Government of the 
United States between such merit system and the competitive civil 
service of the Government of the United States. 

(d) The Canal Zone Merit System shall be placed in effect on such 
date as the President shall prescribe but not later than the one hundred 
and eightieth day follo ving the date of enactment of this Act. 


SALARY PROTECTION IN CONNECTION WITH CONVERSION OF COMPENSA- 
TION BASE 


Sec. 11. Whenever the rate of basic compensation of an employee 
established prior to, on, or after the date of enactment of this Act in 
relation to rates of compensation for the same or similar work in the 
continental United States is converted on or after the effective date 
of the initial adjustments under authority of section 5 of this Act to a 
rate of basic compensation established in relation to rates in areas 
other than the continental United States in the manner provided by 
section 5(b) of this Act, such employee shall, pending transfer to a 
position for which the rate of basic compensation is established in 
relation to rates of compensation in the continental United States in 
the manner provided by such section 5 (b), continue to receive a rate 
of basic compensation not less than the rate of basic compensation to 
which he was entitled immediately prior to such conversion so long 
as he remains in the same position or in a position of equal or higher 


grade. 
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APPEALS 


Sec. 12. (a) There shall be established, in conformity with this 
Act and by regulations promulgated by, or under authority of, the 
President, a Canal Zone Board of Appeals. It shall be the duty of 
the Board to review and determine the appeals of employees in accord- 
ance with this section. 

(b) The regulations referred to in subsection (a) shall provide for, 
in accordance with this Act, the number of members of the Board, 
the appointment, compensation, and terms of office of such members, 
the selection of a Chairman of the Board, the appointment and com- 
pensation of employees of the Board, and such other matters as may 
be relevant and appropriate. 

(c) Any emplovee may request at any time that the department in 
which he is employed 

(1) review the classification of his position or the grade or pay 
level for his position, or both, and 
(2) revise or adjust such classification, grade, and pay level, 
or any of them, as the case may be. 
Such request for review and revision or adjustment shall be submitted 
and adjudicated in accordance with the regularly established appeals 
procedure of such department. 

(d) Each employee shall have the right to appeal to the Board 
from an adverse determination made under subsection (c) of this 
section. Such appeal shall be made in writing within a reasonable 
time, as prescribed in regulations promulgated by, or under authority 
of, the President, after the date of the transmittal by the department 
to the employee of written notice of such adverse determination. 

(e) The Board, in its discretion, may authorize, in connection with 
an appeal under subsection (d) of this section, a personal appearance 
before the Board by such employee, or by his representative designated 
for such purpose. 

(f) After investigation and consideration of the evidence submitted, 
the Board shall— 

(1) prepare a written decision on each such appeal, 

(2) transmit its decision to the department concerned, and 

(3) transmit copies of such decision to the employee concerned 
or to his designated representative. 

(g) The decision of the Board on any question or other matter 
relating to any such appeal shall be final and conclusive. It shall be 
mandatory on the department concerned to take action in accordance 
with the decision of the Board. 


CIVIL SERVICE RETIREMENT COVERAGE 


Sec. 13. (a) Effective on and after the first day of the first pay period 
which begins in the third calendar month following the calendar 
month in which this Act is enacted— 

(1) the Act of July 8, 1937 (50 Stat. 478; 68 Stat. 17; Public 
Numbered 191, Seventy-fifth Congress; Public Law 299, Eighty- 
third Congress), shall apply only with respect to those individuals 
within the classes of individuals subject to such Act of July 8, 
1937, whose employment shall have been terminated, prior to 
such first day of such first pay period, in the manner provided by 
the first section of such Act; and 
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(2) the Civil Service Retirement Act (5 U.S.C. 2251-2267) 
shall apply with respect to those individuals who are in the service 
of the Canal Zone Government or the Panama Canal Company 
and who, except for the operation of paragraph (1) of this sub- 
section, would be within the classes of individuals subject to such 
Act of July 8, 1937. 

(b) On or before the first day of the first pay period which begins 
in the third calendar month following the calendar month in which 
this Act is enacted, the Panama Canal Company shall pay, as an 
agency contribution, into the civil service retirement and disability 
fund created by the Act of May 22, 1920, for each individual 

(1) who is employed, on such first day of such first pay period, 
by the Canal Zone Government or by the Panama Canal Com- 
pany, and 

(2) who, by reason of the enactment of this section and the 
operation of the Civil Service Retirement Act (5 U.S.C. 2251- 
2267), is subject to such Act on and after such first day of such 
first pay period, 

for service performed by such individual in the employment of— 
(A) the Panama Railroad Company during the period 
which began on June 29, 1948, and ended on June 30, 1951, or 
(B) the Panama Canal (former independent agency), the 
Canal Zone Government, or the Panama Canal Company 
during the period which began on July 1, 1951, and which 
ends immediately prior to such first day of such first pay 
period, 
an amount equal to the aggregate amount which such individual would 
have been required to contribute for retirement purposes if he had been 
subject to the Civil Service Retirement Act during such periods of 
service. 

(c) Nothing contained in this section shall affect— 

(1) the rights of any individual existing immediately prior to 
such first day of such first pay period above specified, or 

(2) the continuing obligations of the Canal Zone Government 
and the Panama Canal Company under section 4(a) of the Civil 
Service Retirement Act (5 U.S.C. 2254(a)), to reimburse the 
civil service retirement and disability fund for Government con- 
tributions to such fund covering service performed, on or after 
such first day of such first pay period above specified, by the 
employees concerned. 





PARTICIPATION IN TRAINING PROGRAMS 


Sec. 14. Any training program established by a department shall 
be applied uniformly to each employee irrespective of whether such 
employee is a citizen of the United States or of the Republic of 
Panama. Each such employee who is a citizen of the Republic of 
Panama shall be afforded opportunity to participate in such training 
program on the same basis as that upon which opportunity to partici- 
pate in such training program is afforded to employees who are citizens 
of the United States. 
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ADMINISTRATION 





Sec. 15. (a) The President shall coordinate the policies and activi- 
ties of the respective departments under this Act. 

(b) The President is authorized to promulgate such regulations 
as may be necessary and appropriate to carry out the provisions and 
accomplish the purposes of this Act. 

(c) The President is authorized to delegate any authority vested 
in him by this Act and to provide for the redelegation of any such 
authority. 


CHANGES IN EXISTING LAW 








Sec. 16.(a) Paragraph (21) of section 202 of the Classification Act 
of 1949, as amended (5 U.S.C. 1082), is amended to read as follows: 
(21) (A) employees of any department who are stationed in 
the Canal Zone and (B) upon approval by the Civil Service 
Commission of the request of any department which has em- 
igs stationed in both the Republic of Panama and the Canal 
Zone, employees of such department who are stationed in the 
Republic of Panama;’’. 

(b) The following provisions of law are hereby repealed: 

(1) paragraph (32) of section 202 of the Classification Act of 
1949, as amended (5 U.S.C. 1182); 

(2) subsection (c) of the first section of the Act of October 25, 
1951 (65 Stat. 637) ; 

(3) section 804 of the Postal Field Service Compensation Act 
of 1955 (69 Stat. 130; 39 U.S.C. 1034); and 

(4) section 404 of the Act of May 27, 1958 (72 Stat. 146; 
Public Law 85-426). 

(c) Subsections (a) and (b) of this section shall become effective 
on the first day of the first pay period which begins more than sixty 
days after the date on which regulations are promulgated under sec- 
tion 15 (b) of this Act. 





APPLICABILITY 





OF CERTAIN EXISTING LAW 


Sec. 17. Nothing contained in this Act shall affect the applicability 
of— 

(1) the Veterans’ Preference Act of 1944, as amended (5 U.S.C. 
851-869), 

(2) section 6 of the Act of August 24, 1912, as amended (5 
U.S.C. 652), and 

(3) section 23 of the Independent Offices Appropriation Act, 
1935 (48 Stat. 522), as amended (5 ‘U.S.C. 673c), or section 205 
of the Federal Empioyees Pay Act of 1945, as amended (5 U.S.C. 
913), to those classes of employees within the scope of such 
sections 23 and 205 on the date of enactment of this Act. 


EFFECTIVE DATES 






Sec. 18. Except as otherwise provided in sections 4, 5, 7, 10, 13, and 
16 of this Act, this Act shall become effective on the date of its 
enactment. 

Approved July 25, 1958. 





APPENDIX F 


PRESS RELEASE ON 9-POINT PROGRAM FOR IMPROVE- 
MENT OF RELATIONS BETWEEN THE UNITED STATES 
AND PANAMA, APRIL 19, 1960 

THe Waite House 
Augusta, Ga. 

The President today approved a nine-point program for improve- 
ment of relations between the United States and Panama in reference 
to operations in the Canal Zone. The program calls for substantial 
employee benefits including pay increases and improved housing for 
Panamanian employees, the expansion of the apprentice program to 
train more Panamanians in skilled trades and support of legislation 
to increase the pensions of disabled former employees. 

The program also calls for the installation of a new water main to 
serve the city of Panama, and a reduction in the rate charged for 
water sold to the Government of Panama for distribution within that 
country. The President has also directed that jobs in the Canal 
Zone be continuously reviewed with a view to employing the maximum 
number of Panamanians. 

Nearly all of the items in the program will be made effective imme- 
diately. 

The complete program includes the following points: 

A 10 percent increase in the wage rate schedules of unskilled 
and semiskilled employees. 

The Panama Canal Company’s apprentice program will be 
expanded to afford an opportunity to 25 Panamanians each year to 
begin 3- and 4-year courses leading to qualification as skilled workmen 
in various trades. This is a marked expansion of op portunity for 
Panamanians to learn those skills that are useful both in the Canal 
Zone and in the Republic of Panama. This program, in implementa- 
tion of assurances given in the treaty, will provide to Panamanians 
upon graduation access to more positions, the pay rates of which are 
based on those in the United States. 

3. Substandard housing occupied by Panamanian employees in the 
Canal Zone will be replaced by modern construction. Construction 
of approximately 500 units of modern rental housing is planned. 
Construction of the first hotises in the program will be commenced 
immediately. 

The Panama Canal Company will also pursue a course of action 
leading to the construction of 500 houses in Panama for sale to Pan- 
amanians employed in the Canal Zone but living in Panama. 

The Panama Canal Company will proceed with the construction 
of a new water main at a cost of $750,000 to supply the rapidly 
expanding suburbs of the city of Panama. 

The Panama Canal Company will also substantially reduce the 
rate at which water is sold to the Government of Panama for distribu- 
tion in the cities of Panama and Colon. 
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7. The Panama Canal Company and Canal Zone Government will 
upport legislation now pending in Congress to increase the gratuity 
paid to employees who previously were not within the civil service 
retirement system and who were terminated because of physical 
disability. 

8. Teachers in the Latin American schools in the Canal Zone will 
receive a 10-percent pay increase. 

9. All agencies in the Canal Zone have been directed by the Presi- 
dent to review the list of jobs reserved for citizens of the United States 
with a view to placing more Panamanians in skilled and supervisory 
positions. 


Cc) 
—~ 





